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FOREWORD 


WHEN you talk to the average man he will tell you that 
cooperatives are wonderful—for Sweden, or Finland, or Den- 
mark—but that cooperation won’t work in America. 
‘Well, they did it in Indiana! 
J Today the cooperative enterprises in Indiana, taken as 
a group, are among the greatest businesses of the state, rank- 
ing in size with the gigantic steel mills of Gary, with the 
railroads and other industries. 

Harvey Hull, President of the Indiana Farm Bureau 

. Cooperative Association, tells briefly the story of that move- 
ment and indicates its dynamic character. Paul Turner, in 
a careful and detailed study, gives a complete picture of the 
* workings of one of America’s great democratic economic 
enterprises operated for use and not for profit. 

In other sections of America there are equally important 
cooperative undertakings, but we are deeply indebted to 
Mr. Hull and Mr. Turner for this well documented story of 
why and how THEY DID IT IN INDIANA. 
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THEY DID IT IN INDIANA 


Ir wouLp be impossible for one who did not live on a farm 
during and after the First World War to comprehend the 
fundamental causes that led to the extensive development 
of the cooperative movement among farmers in America 
during the early twenties. Records are sometimes cited to 
show that, in dollar volume of business, cooperatives have 
grown more rapidly in prosperous times than in times of 
economic difficulty, but these records are misleading. 

The cooperative development requires that the people 
themselves, in a purely democratic way, assume responsi- 
bility for business services instead of delegating it to others. 
People must be utterly “jarred loose’ from their habitual 
way of doing things and rudely awakened to the importance 
of some sort of change before they will accept this respon- 
sibility. 

Everyone knows the record. During the First World War, 
American farmers went heavily into debt. When, at the 
close of the war, prices dropped to a point where farms 
could not be operated at a profit, foreclosures became the 
order of the day. But the cold statistics do not reflect the 
mental processes accompanying that early depression which 
in the end became the basis upon which the cooperative 
movement grew. Words can hardly describe the desperate 
plight of the young farmer who went into debt to buy land 
in order that he might provide adequately for his family, 
and who faced continually falling prices in the early depres- 
sion years. With bankruptcy inevitable, his valiant efforts 
to survive led only to physical and mental exhaustion. Many 
such unfortunate men completely succumbed to despair; and 
after five or six years of recurring losses, gave up the futile 
struggle. 
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During the middle ’twenties, Indiana farm homes reflected 
the spirit of the occupants. Many of the buildings were so 
drab and neglected that you could tell by looking at the 
premises that the farmer himself was whipped. 

The prevalence of this spirit became more and more 
evident. When efforts were made to organize the farmers 
and when they were called together in groups to set up 
local cooperatives, a large proportion of them had become 
so heartsick that they were reluctant to trust themselves or 
their own efforts. ‘They believed their experience had proved 
that the farmer cannot help himself but, like the peons and 
the peasants in other countries, must depend on somebody 
else. The American farmer’s self-reliance and self-respect 
were at an extremely low ebb. 

About this time the McNary-Haugan bill was introduced 
into the Congress, and many of us made repeated trips to 
the nation’s capital in the interest of that program. The bill 
sought to bring about a better and more stable economic 
position for the farmer and required a minimum of initiative 
and self-help. The average farmer did not completely under- 
stand how the program might work; but it was sponsored 
by good men, and so he gave it his support—again with the 
vain hope that his problem could be solved by a government 
agency and without effort on his part. 

The McNary-Haugan bill never became a law; but, from 
time to time during the past twenty years, various similar 
measures, some of which carried features of the McNary- 
Haugan bill, have gone into effect. The end benefit of this 
legislation may never be known. Perhaps the most important 
result of all these efforts to devise a legislative solution of 
the problem especially in the early days, was that they 
tended to strengthen the farmer’s hope that his problem 
would be solved by someone else. | 
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The Lord Helps Those . 


Very early in the nineteen twenties, a small group of 
farmers in Indiana began to think of building a financial 
and business structure of their own. They looked about 
them and saw that every business structure is built and paid 
for by those who use it. They saw also that most of the 
successful businesses in the cities and towns were managed 
and operated by men who had grown up on the farm. And 
so they began to wonder why they could not evolve a system 
by which the farm boys would continue to work directly 
with and for the folks back home while the business itself 
would belong to those farmer patrons who had contributed 
to its building. This group of people began the stupendous 
job of selling the idea of cooperation to the Indiana farmer. 

When the legal status of the Indiana Farm Bureau Co- 
operative Association had been established, contacts were 
made throughout the state to tell our people what we hoped 
to accomplish. The organization had no prestige and little 
knowledge of business methods. It had no finances, and its 
program for promotion was extremely crude. After the old 
plan of setting up and operating chain stores failed, we 
decided to help each county in Indiana to build a cooper- 
ative association of its own. 

It is likely that if those of us whose job that was had fully 
understood beforehand all the difficulties that lay ahead, we 
might never have undertaken it. It meant that we had to go 
out into each county separately and there, along with the 
local Farm Bureau, call county meetings and undertake to 
sell the disheartened and impoverished farmers the idea of 
investing time and effort and money—none of which they 
had to spare—in a business enterprise which they would 
continue to own and control. 

However, even after the original promotion program had 
been carried out, we came to realize that we had only started 
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to develop the cooperative program in the county. After 
that, local people had to be helped to find competent man- 
agement. It was a tremendous job to develop a system of 
accounting in each county. A great deal of educational work 
among directors, members, and employees—educational work 
‘which was fundamental—had to be done. By the time all of 
these things had been undertaken in each of eighty-odd 
county cooperative associations, and by the time we had 
helped them install the various commodity services and 
organize and train personnel to carry out those services, we 
came to realize that we had done a job which would have 
been considered utterly impossible at the time it was begun. 
In fact, it has frequently occurred in the cooperative develop- 
ment of America that the impossible has been accomplished 
before the sponsors realized it was impossible. 

Local business competitors early branded the cooperative 
development as a radical movement. The words ‘“com- 
munism” and “‘socialism’’ were frequently applied to it, and 
the leaders were often branded as dangerous and objection- 
able elements in the community. The children of the early 
cooperative pioneers carried the stigma of their forebears 
so that, at times, they were actually boycotted from the 
social life in communities made up of people largely engaged 
in profit enterprise. 

Manufacturers were reluctant to distribute their products 
through an unproved, experimental cooperative setup. In 
some cases, as among the manufacturers of hardware, the 
manufacturers were waited upon by representatives of the | 
trade associations and firmly informed that if they sold 
through the cooperatives, they need not expect to work with 
the profit dealers. It was a long, tedious job to build prestige 
so strong that the manufacturers finally agreed to contract 
with the cooperatives. 

But one of the greatest difficulties in building a federated 
type of cooperative was brought about by an attitude of 
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isolationism which grew up around each of our local units. 
In some lines of activity it was only after our service had 
been integrated into production as well as distribution that 
we were able finally to attain anything like unanimous 
voluntary cooperation among the local units. 


How the Co-ops Were Forced Into Production 


In the early days one of our most difficult fields of com- 
petition was in the service we undertook to provide in 
petroleum products. Our first service had to do only with 
the distribution of lubricating oils. After we had begun a 
certain amount of it and had discovered that our farmers 
and some of our local associations were using and distribut- 
ing various other brands, we initiated a study to determine 
what could be a worthwhile service in lubricating oils. 

Professor Jacklin of Purdue University came to one of 
our meetings and outlined the importance of good lubricat- 
ing oils of known specifications. He pointed out that there 
were then about 30,000 farm tractors, representing an in- 
vestment of approximately $30,000,000 and that the average 
life of the motors in those tractors was only about five years. 
This meant an annual depreciation of about $6,000,000 a 
year. He pointed out that much of the lubricating oil which 
was being used had very little value, that the oil itself would 
burn up under the heat of the motor, and that oils to pro- 
tect the motor from wear and tear needed to be chosen for 
their ability to remain intact under the motor heat. 

From all the data we could obtain, we estimated that the 
life of the motor could be increased by 25 per cent. A survey 
of the oils used at that time made that figure seem conserva- 
tive. In other words, we estimated that if we could decrease 
the depreciation costs on farm tractors by 25 per cent, we 
would save the farmer $1,500,000 a year. The Board of 
Directors of the Indiana Farm Bureau Cooperative Asso- 
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ciation ordered us to look into the subject and bring back 
a plan. 


But “George” Wouldn’t Do It 


As people generally do under such circumstances, we wrote 
a bill for the Legislature under the terms of which lubricat- 
ing oil would be sold on specifications and a tag giving the 
specifications of the oil would be put on the container. No 
effort was made to control the specifications. If any manu- 
facturer wanted to sell soap suds or slippery elm juice, we 
had no objection provided that he labeled the product 
“Soap Suds” or “Slippery Elm Juice.” But we didn’t want 
him to continue, as he had in the past, to sell soap suds as 
lubricating oil for the protection of the internal combustion 
motor. ‘Then, we expected to educate our people as to the 
specifications which were desirable. This bill passed the 
House of Representatives; but, when it got into the Senate, 
it was brought under certain influences which did not let 
it pass. 

After we had failed in two sessions of the Legislature to 
pass the law which would require honest branding of lubri- 
cating oils, our Board instructed us to buy lubricating oils 
from the various manufacturers on specifications and to 
undertake the distribution of those oils, guaranteeing the 
specifications. We tried to buy oils, but the leading com- 
panies, even those who were at the time producing high- 
quality oil, refused to guarantee specifications. We found one 
small manufacturer who undertook the contract, but that 
contract did not work out. The temptation to buy bargain 
ingredients was too much for the manufacturer. 

So, in 1930 the Board ordered the initiation of our first 
industrial undertaking. We built the compounding plant 
in which Farm Bureau Cooperative oils are still being 
produced in Indianapolis. One member of the Board, who 
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was rather reluctant to start manufacturing activities, pointed 
out that we could not possibly meet the competition of the 
powerful oil industry. The only answer we had was that we 
would not expect to make any money manufacturing oil, 
that the investment of farmers in farm equipment was tre- 
mendous, and that the service which we expected to render 
in manufacturing and selling oil of known specifications 
would increase the life of farm equipment. 

The Board finally instructed us to go ahead. We built 
the plant. We wondered how the product should be priced. 
We had been selling field seeds at prices well above the 
prices of competitors, because our people had learned the 
value of seeds of known origin. However, when we began 
to operate in the oil industry we realized the importance 
of having considerable volume. After we had studied costs 
to our best ability, we finally decided to place on our oil 
the identical prices charged by a leading oil company for 
its popular brand of lubricating oil which was sold without 
specifications. The result was that before the end of the 
first year of operation, we had not only provided a service 
by controlling specifications in our own laboratory and in 
our own blending plant, but we had also been able, while 
selling at the other company’s prices, to save 100 per cent 
on invested capital. What the farmer saved because of the 
quality protection we shall never know, although that was 
the important accomplishment. 

Of course, this gave rise to a lot of questions as to how 
far we should go in producing the things which we distrib- 
uted. But by that time it was 1931. Business conditions were 
getting pretty tough. The growth of our business was being 
considerably retarded by the general business depressions. 
Hence we did not expand our industrial activities until, in 
1936, we purchased the fleet of transport trucks which we 
were using but which belonged to another company. In 
operating that fleet of trucks, we charged the railroad rate 
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for freight in full tank cars. Within a year we discovered 
again that, operating under conditions and tariff rates which 
then prevailed, we were able, in a period of less than twelve 
months, to pay for the whole fleet out of net savings. 

About that time the manager of the Posey County Co-op 
telephoned us about a gusher oil well which had just been 
brought in, and the next day Ivan Harris and I visited that 
well. We kept close contact with the development of the 
oil field in Posey and Gibson Counties. Finally we concluded 
that the field had enough crude oil to justify our building 
a refinery. So, with the funds which had accumulated from 
the sale of petroleum and from our other activities, we 
built a refinery at Mount Vernon. We supplemented it with 
a gathering system and.pipe line covering the surrounding 
community, taking the crude oil from the oil well and 
delivering it to our refinery. We bought some barges and a 
towboat (for use on the Ohio River) to help solve our prob- 


lem of transportation. 
\ 


Untouched by Profit Enterprise 


Now we began to prospect for oil. We bought some wells 
of our own and bought several other wells in order to get 
an assured source of crude oil. ‘Today the whole process is 
highly integrated. We take the oil from under the farms of 
some of our own members, using our own pumping stations, 
transport it through our own pipe line to our own refinery 
where it is processed into. the finished products, and then, 
by barge and by transport trucks, which belong to the 
association, we transport the refined oil to our county units. 
The county units have, in turn, developed a complete cover- 
age of the State of Indiana. Their bulk plants are located at 
the county seats. Here the county units receive the petroleum 
products, which, by the way, are delivered to them by their 
own state association. The county units distribute those 


Lewis ‘Taylor, the first secretary of the Indiana Federa- 
tion of Farmer’s Associations and for some time its 
only employee. He held various administrative posi- 
tions through the years of development and contrib- 
uted as puch as any other person to the success of 
the movement. He was president of the Indiana Farm 
Bureau Inc. at the time of his death in 1936. 


I. H. Hull (below) and 
James K. Mason _ (left), 
together with Lewis Taylor, 
brought to the other Farm 
Bureau leaders the infor- 
mation about the Rochdale 
principles of co-operative 
business, which resulted in 
the Indiana Agricultural 
Co-operative Act and the 
organization of the Indiana 
Farm Bureau Co-operative 
Association. Mr. Hull was 
manager of the Association 
from its inception until he 
became president of the or- 
ganization in 1946; Mr. 
Mason was a director from 
the time of incorporation 
until his death in 1936. 
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The present headquar- 
ters of the Indiana 
Farm Bureau Coopera- 
tives in the downtown 
area of Indianapolis. 
(The building is owned 
by the Co-operative 
Building — Association, 
which is owned by the 
Indiana Farm Bureau.) 


One of the first import int steps in the development of the Farm 
Bureau Coopei rative Association was the installation of the oil 
blending plant at Indianapolis in 1930. 
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In one of the laying houses 
on the leghorn breeding 
farm, the hen is released 
from the trap nest and her 
legband number and egg 
weight are recorded. ‘These 
and other detailed records 
are necessary for determin- 
ing inherited characteristics 
which result in breed im- 
provement. (Photo by 
Wurts) 


At work in the hatchery laboratory testing blood samples for 
pullorum infection. If its blood test shows pullorum infec- 
tion, the chicken (with that legband number) is removed from 
the flock. (Photo by Wurts) | 


Exterior of the fertilizer plant at Schereville, Indiana, 
Cae, with the loading dock. (Photo by Wurts) 

‘The Farm Bureau Fertilizer Plant in Indian: ipolis (below) 
is better Known to Indiana farmers than any of the other 
co-operative production facilities in the state. Located on a 
state highway at the edge of Indianapolis, near the Union 
Stockyards, it has produced more than its normal rated 
capacity every season. 


When the manpower shortage hit the cooperatives in 1943, the farmers who owned the plant 
organized by counties and came in shifts to keep their co-op factory producing to capacity. 
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Two men working on a 2-row corn planter and adjusting a 
smaller corn planter, in the assembly shop of the Ohio 
Cultivator Co., owned by the National Farm Machinery 
Cooperative, Bellevue, Ohio. (Photo by Wurts) 


The interior of the tractor repair shop, in the County Farm 
Bureau Cooperative at Danville, Indiana. The men are 
fixing a tractor differential. (Photo by Wurts) 


Fundamental to continued cooperative expansion is a program of educa- 
tion for members and employees directed to smooth and efficient opera- 


tion and a thorough understanding of cooperative methods. (Photo by 
Wurts) 


Oil refinery at Mt. Vernon, Indiana 


Co-operative Association in 1940 and enlarged in 1946. The cooperatives 
also own more than twenty-five of their own oil wells. 


, built by the Indiana Farm Bureau 
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products in their trucks to their own members’ farms, so that 
now, from the time the oil leaves the ground until it goes 
into the farmer’s tractor, it is not touched by any other 
business enterprise. 

The savings derived from these completely integrated 
operations have been highly gratifying. ‘There is no longer 
any difficulty in persuading the local cooperative associations 
to work together through their own state unit. ‘The old sense 
of isolationism is rapidly sinking into the discard; and the 
feeling of unity and cooperation, such as we could not enjoy 
in the early days, is taking its place. How did this feeling 
of unity develop? Each local organization began to think 
of itself as part and parcel of a great united body. In that 
body they saw the flow of money, the life-blood of a capital- 
istic economy. They saw the farmer buy his gasoline at the 
farm, and then they saw the savings from the local operation, 
the savings from transportation, the savings from refining 
and manufacturing, the savings from the original oil explor- 
ations—all coming back to the man who spent his money 
for the product. And they then realized that, after all, the 
thing that upsets our business economy and causes depres- 
sions and panics is the unequal distribution of wealth. In 
profit business they had seen all these savings taken from 
the purchaser and concentrated in the hands of some financial 
octopus. They realized that in order to keep life in the busi- 
ness body it was necessary that there should be an unin- 
terrupted flow of the lifeblood and that the buying power 
should some back to the buyer so that he could buy again. 
The flow of that lifeblood must not be tapped and drawn off. 

This strong spirit of unity is a necessary attribute of a 
voluntary federation of cooperatives. In the early history 
of isolated cooperatives, the little independent creameries, 
the little independent telephone companies, and the com- 
munity cooperative elevators which were not affiliated in 
a strong federation were relatively ineffective and disappoint- 
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ing. There was a high rate of mortality among those little 
enterprises. Now we are pretty sure that the independent 
local cooperative can not be a sound institution unless and 
until it ties in with others of its kind to undertake services 
which it alone cannot carry on. 

In all candor, acknowledgment should be given to certain 
other factors which contributed greatly to the success of the 
movement in Indiana during the early period of our develop- 
ment, and for which we ‘‘cooperators” were not responsible. 

Inadequate highway facilities made it practically impos- 
sible for local communities to keep in close touch with the 
central unit, or for a central office to make the needed con- 
tacts with local units. About the time that our Indiana 
movement was growing up, a splendid system of roads was 
built to accommodate new types of transportation—the 
automobile and the motor truck—and thus was provided the 
means of maintaining the necessary contacts and a better 
understanding between the central and the local units. 

Another material factor was the assistance rendered the 
movement by the rural church. In our early efforts to build 
local organizations, one of the most difficult jobs was to find 
local community leadership—people who knew how to con- 
duct and direct discussions in such a way as to arrive at a 
meeting of minds. In most cases that leadership was found 
among the people who had learned the technique through 
their church activities. We shall probably never be able to 
measure the effect of the contribution which the churches 
made to the growth of the movement. 

An important aspect of the helpful influence of the church 
lies in the ethical consideration of the project. The Indiana 
farmer, by and large, is a God-fearing man. In the coopera- 
tive movement, the church people on the farm found the 
practical application of the idealism which the church had 
taught. The abstract tenet, “Bear ye one another’s burdens” 
became a concrete mandate in the minds of Indiana farmers. 
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They saw that the uncurbed profit motive, whereby men 
exploit their neighbors without shame, does not conform 
to the teachings of Jesus. ‘To these men the cooperative gave 
the answer they sought. It was a plan which, if workable, 
would enable men to exchange with their neighbors without 
fear of greed or plunder. 


Maturity Brings New Problems 


As time passed and the newness of the cooperative develop- 
ment wore off, our people found it necessary to guard against 
complacency and the tendency to take the achievements of 
the movement for granted. The cooperative, like any other 
form of democracy, can be only as good and as effective as 
the intelligence and interest of the people who make up its 
membership and control. A political democracy in which the 
people fail to act on their civic responsibilities has little to 
recommend it; and it will be increasingly important as time 
goes on that every effort be made to sustain the active interest 
and the enthusiasm of the members in our cooperative devel- 
opments. 

The role of the cooperative among the business enter- 
prises in any community is facing an interesting, rather criti- 
cal, challenge. Some businessmen have discovered the diff- 
culty of meeting the competition of a well-managed coopera- 
tive, and they have become frightened. Today, opposition 
has been organized to prevent the further development and 
progress of the cooperatives. Public sentiment is being 
excited because of the allegation that cooperatives do not 
pay their full share of federal taxes. Restrictive measures are 
being introduced in various legislative bodies in order to 
arrest the progress of cooperative growth. 

On the other hand, in many communities throughout 
Indiana the small businessmen are beginning to recognize 
the indirect benefit which they enjoy because they have the 
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cooperative in their community. Bankers tell us that chain 
stores and chain petroleum operations take most of the net 
profits out of the community, whereas cooperative distribu- 
tion brings back to the small community the savings in 
manufacture, transportation, and wholesale and retail dis- 
tribution, and keeps all of those savings in the small com- 
munity. In this way cooperatives build up the buying power 
of the individuals and the wealth of the little community, 
and in so doing they build up the business opportunities 
not only of the cooperative association but also of every other 
local business enterprise that depends upon the buying 
power of the citizens who live in that community. There 
is even less fear than formerly that the cooperatives will put 
this or that man out of business. 

It sometimes happens that when an individual owner 
grows old and has an elevator to sell, the cooperative will 
purchase that elevator. There is nearly always a place in 
the cooperative for the men associated with a business which 
comes into the possession of a cooperative. That happens even 
in manufacturing institutions. When we bought a certain 
machine shop in the city of Shelbyville, we made the former 
owner a foreman in the new shop; and according to his own 
words, he was happier and enjoyed better security than he 
had ever enjoyed when operating the business under his 
personal ownership. Like many other good mechanics, he 
was a better mechanic than he was a business administrator, 
and it was a God-send for him when he was able to turn his 
business into a cooperative. 


Cooperation’s Greatest Achievement 


To those of us who have been closest to this movement 
from the very beginning, the greatest single achievement 
_ to date is not our accumulation of material resources. It is 
not the savings of dollars or the improvement in the quality 
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of products distributed. There is nothing more certain in 
our whole program, taken over the period of the past twenty 
years, than the fact that we have literally built in Indiana 
a new race of men. Two decades ago people were heartsick 
and beaten. They have learned little by little, by endless 
trial and error, that they can help themselves. ‘They have 
learned, by experience, how to work together. They have 
learned business by managing business. And they have 
learned that much of the mystery was a false alarm. They 
have learned that the road to economic freedom stretches 
through the valley of self-help. Whereas once they approached 
new decisions with fear and trembling, now with firm con- 
fidence they call for the figures, analyze the need, and, if 
the evidence shows the project to be sound and necessary, 
move with definite assurance. If finances are required and 
more member interest is needed to assure the success of the 
venture, they no longer stand helpless and cowed before 
some unfriendly banker. They put on a stock-selling cam- 
paign and build simultaneously finances, the member in- 
terest, and the volume distribution needed. They know, too, 
that volume in the new venture will stick when the members 
have financed the enterprise with their own funds. 

The future of the cooperative movement, of course, must 
be based upon the wisdom with which it is conducted. But 
this much remains to be said. If the cooperative movement is 
wisely ,administered, it provides many proven economic 
advantages for its members. While individual business enter- 
prises can expand in the hands of a strong promoter, it 
frequently happens that within two or three generations 
family fortunes are lost because the growing youth will 
not use them with the same strength and wisdom which 
was applied by their forebears. The cooperative by its very 
nature, if properly conducted, does not die or become 
obsolete. Its ever-changing membership and ownership must 
continue to adapt the service to the requirements of the 
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time. With this single requisite and with wise administra- 
tion, there is no reason to doubt that the cooperative 
development in America will continue to expand into an 
ever-enlarging circle of influence for good. 
The cooperative history of Indiana proves that men can 

- help themselves when they unite to take over and operate 
the business they use. The hope of the future rests upon 
our ability to follow through and use the hard-earned lessons 
we have learned. 

I. H. Hutt, President 

Indiana Farm Bureau Cooperative 

Association ) 
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EVERYONE KNOwS, of course, that co-operation means ‘“‘work- 
ing together.” Many people are still not aware, however, 
that co-operation is also a way of doing business. 

The co-operative movement, as it is now known, began in 
1844 in Rochdale, England. During that year a group of 
poor flannel weavers in Rochdale worked out and put into © 
practice the principles of co-operation which have since 
spread around the world. The pioneers in Rochdale 
developed their co-operative to help themselves meet the 
threat of constant poverty resulting from high prices and 
low wages. During the intervening century the workers of 
England built their co-operatives into the largest commercial 
enterprises in Great Britain. In the meantime, the farmers 
of Denmark took up the co-operative idea and used it to lift 
themselves out of a severe depression. Now the markets of 
the world are glad to pay a premium for the products of the 
Danish co-operatives. Later, the Swedes built co-operative 
enterprises and used them to break monopolistic control 
over the rubber, electrical goods, flour milling, and other 
industries. All around the world the co-operative story has 
been repeated in one country after another. In short, the 
Rochdale pattern of co-operation has been used by people 
everywhere to meet their economic and social problems. 

This book is a study of how Indiana farmers have applied 
the same pattern of co-operation to their particular prob- 
lems. It is a case study in how co-operative methods have 
been adapted to a certain set of conditions and circumstances. 
The organization which it describes—the Indiana Farm 
Bureau Co-operative—is one of the larger units in the Amer- 
ican co-operative movement. However, the Farm Bureau is 
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only one of many co-operatives which make up the move- 
ment in America, and should not be taken as typical of the 
entire movement—no one setae can’ be typical of 
such a large movement. 

This book is based upon a study which was originally 
made as a master’s thesis in economics for Indiana Univer- 
sity. I had already been interested in co-operative orgah- 
izations for several years and felt that they were economically 
sound. As the study progressed my earlier interest gradually 
ripened into the firm belief that the growth and extension 
of co-operative activities is one of the soundest and most con- 
structive trends in the modern world. 

There are several definite features of co-operatives and 
the way they work which make me believe that co-operative 
organization of business is superior to organization of busi- 
ness for profit. I cannot undertake to discuss them at any 
length here; but I will outline them so that the reader can 
consider them in the light of the story which follows in the 
remainder of the book. 


1. PEOPLE HELP THEMSELVES 


As has been suggested above, wherever the co-operative 
movement has been known it has supplied a method by 
which the common people have been able to help them- 
selves—to solve many of their economic problems by their 
own efforts. 


2. FAIR PRICES AND QUALITY 


By purchasing co-operatively people are able to protect 
themselves against poor quality and unfair prices in securing 
the goods and services which they need. The very nature of 
a co-operative makes this possible—it is owned and there- 
fore controlled by the very people who use its services— 
that is, by its customers. 
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3. PROMOTE ECONOMIC STABILITY 


Throughout the period of my acquaintance with co-opera- 
tives I have studied them particularly from the economic 
point of view, and I am more and more convinced that they 
promote economic stability and prosperity, whereas profit 
business tends, under present-day conditions, to produce 
economic instability. Co-operatives buy and produce for a 
definite, known market demand—namely, the needs of their 
members. Consequently, they are not continually over- 
expanding, over-producing, duplicating business facilities, 
and wasting resources. Even more important is the fact that 
co-operatives increase the purchasing power of the masses of 
the people. By its very nature a co-operative cannot profiteer; 
the earnings of a co-operative are paid back to the customers. 
This means that the earnings of a co-operative are continu- 
ously returned to the people. In the case of profit business, 
on the other hand, the earnings are taken away from the 
people all the time. It is one of the paradoxes of co-operation 
that the more you spend the more you earn. 


4, PROTECTION FROM Bic BUSINESS 


As I see it, co-operatives provide at least a partial protec- 
tion to the people against domination and exploitation by 
Big Business and Monopoly. The bigger profit business be- 
comes the more the people fear it. On the other hand, 
people do not fear Big Co-ops. As a matter of fact, it seems 
that the bigger co-operatives become the better they serve! 
The co-operatives are the largest enterprises in England; 
over 30 per cent of the people registered with the Co-op 
stores to get their rationed foods. Co-operatives serve as a 
yardstick in the business realm: first, to determine what is 
reasonable in the way of prices and services; and, second, to 
rap the knuckles of profit business when it begins to take 
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advantage of the people. It is one of the strategic values of a 
co-operative that it cannot compromise the welfare of its 
patrons in order to promote its own business advantage. 


5. PROTECTION From Bic GOVERNMENT 


My contacts with the movement have convinced me that 
co-operatives provide a safeguard against the evils of Big 
Government as well as the evils of Big Business. We know 
from experience that when the people of a country are con- 
fronted with depression, economic chaos, and destitution 
they call in the government and let it take over control of 
the economic life of the country. Experience in several other 
countries has shown that when the government has control 
over the business life of a nation it is easy for unscrupulous 
politicians to get themselves elected to office by making big 
promises to the people. Then, when the politicians are in 
office, it is easy for them to use their broad power to usurp 
complete control of the country and set up a dictatorship. It 
was no accident that in those countries where the people had 
learned to solve their economic problems by co-operative 
action rather than by government action, the voters laughed 
at the demagogs instead of voting for them. 


6. OWNERSHIP BY THE PEOPLE 


As I see it, the safest way to establish public control over 
our economic system and still keep the control democratic 
is through co-operative ownership of economic resources and 
productive facilities. A co-operative organization puts the 
people who use the services of a business in direct control 
of the policies of that business. That, it seems to me, is the 
most complete expression of the ideal of democratic control 
of business. Adam Smith (the father of modern economics) 
pointed out 150 years ago that “consumption is the end and 
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aim of production”; and we pay homage to the same idea 
when we say that “the customer is always right.” In other 
words, business exists—theoretically—to serve the people. 
However, we all know that ordinary business exists first of 
all to make a profit for those who own it—regardless of the 
effect on the people. If business can profit most by serving 
the community, well and good for the community. If it is 
more profitable to close the business and throw everybody 
out of work, or to produce adulterated or shoddy goods, or 
to organize a monopoly and profiteer, these things, which 
are altogether bad for the community, are promptly done. 
That certainly is not democracy. The essence of democracy 
is that the people who are affected by a problem should have 
something to say about the way it is handled. When business 
-is organized co-operatively the people affected by it do have 
something to say about the way it is run. If the patron of a 
co-operative does not like the way it serves him he can do 
something besides refuse to patronize it—he can help change 
the policies, and, if necessary, the management. It might be 
said, therefore, that co-operatives bring business practice into 
line with business theory. 


7. CO-OPERATION PROMOTES HARMONY 


The reasons I have given for believing that the growth of 
co-operatives is a sound and constructive trend have all been 
primarily economic in their emphasis. I make no apology 
for this. Indeed, whether we like it or not, we have to 
recognize that no program of economic reconstruction can 
meet the needs of the modern world unless it is economically 
sound. There can be no value in substituting one unsound 
economic program for another. On the other hand, it should 
be emphasized just as strongly that no program of economic 
reconstruction can méet the needs of the world if it is not 
also ethically and spiritually sound. One' of the main reasons 
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why the co-operative movement recommends itself to me, 
therefore, is precisely because it not only promotes harmony 
in the economic realm but also promotes harmony in other 
areas of life. 

Under our competitive system of carrying on business the 
main rule of the game is “everybody for himself and the 
devil take the hindmost.”’ Since most people have to make 
their living in this kind of set-up, it is not surprising that 
their thinking and conduct in other areas of their lives are 
_affected. The result is competitive living as well as competi- 
tive business. 

Competitive economics gives us competitive recreation in 
which people are more interested in “Did you win?” than 
they are in “Did you have a good time?” It gives us com- 
petitive religion in which it is still impossible in many com- 
munities for people of different churches to get together and 
co-operate on any kind of constructive program. It gives us 
competitive learning in which people are more interested in 
‘What grade did you make?” than they are in ““How much 
did you learn?” It has given us competitive living in which 
“Keeping up with the Joneses” is the main concern of mil- 
lions of people. 

A great deal more has been said and written about the 


non-economic values of the co-operative movement than I” 


can even mention here. However, I think most of it can be 
summed up fairly well in one statement: Co-operatives not 
only represent democracy applied to economics, but religion 
applied to economics as well. 

These points which I have outlined are in no sense to be 
taken as a suggestion that every co-operative organization is 
a little corner of Utopia! They merely summarize the con- 
siderations which have led me to the conclusion which I 
stated at the beginning: namely, that the co-operative way 
of carrying on business is fundamentally sound—from every 
point of view. 
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This preface would not be complete if it did not express 
my appreciation of and my thanks for the co-operation and 
assistance given me in the preparation of this study by every- 
one connected with the Indiana Farm Bureau Co-operative 
Association and the Indiana Farm Bureau, Inc. Much of the 
material which I have used could not have been obtained 
without this co-operation. Everything which I asked to see or 
use was promptly and willingly put at my disposal. Particular 
thanks should go to Mr. I. H. Hull for his help at every 
point where it was needed. Mr. Everett Jeanes, Mr. Thad 
Macy, Mr. M. J. Briggs, and Mr. M. K. Derrick have each 
contributed to this study. While the names of these and other 
individuals appear frequently, one should not conclude that 
they are the movement. The Co-operative Association is a 
movement of the farmers. Those who are at the helm work 
for the farmers. Their names appear here only because they 
speak for the farmers. 

Last but not least, a great deal of thanks goes to the one 
who has been my chief assistant in the preparation of this 
book—my wife. Her inspiration and help have been invalu- 
able throughout the study. 

The Author. 
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' CHAPTER I 


Background 


tae the period since the First World War the so- 
called agricultural problem has been one of the most 
persistent in American life. It has commanded the attention 
of the government and of business as well as of the farmers 
themselves. Many proposals have been advanced from time to 
time during this period for the purpose of improving agri- 
cultural conditions. For the most part, the proposals have 
been of two types. Many were calculated to provide some 
form of farm relief. Most of these called for government aid 
in one form or another. ‘The others proposed self-help by the 
farmers as the solution to their problems. 

During the early 1920’s the philosophy of self-help took 
root in many places with the result that numerous farmers’ 
co-operative organizations have grown up in the United 
States since then. Marketing co-operatives have been devel- 
oped to protect the interests of the farmer as a seller. Pur- 
chasing co-operatives have been developed to protect the 
interest of the farmer as a buyer. While co-operative purchas- 
ing was for several years incidental to co-operative marketing 
it has in later years become an important movement in its 
own right. 

Indiana has been one of the pioneer states in the develop- 
ment of the co-operative purchasing movement. It was 
among the first states to try a co-operative purchasing pro- 
gram. It has perfected a form of organization among the 
various units within the state which has since been adopted 
as a model by the organizations of other states. It has trained 
the men who have later become leaders in other states. It 
has initiated several national purchasing organizations and 
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furnished leadership for them. It has developed the pattern 
for several new lines of co-operative service. The purchasing 
movement in Indiana occupies, therefore, an important 
place in the general co-operative purchasing movement in 
the United States. 

At the center of the Indiana movement is the Indiana 
Farm Bureau Co-operative Association. The story of its 
development and work is, in large part, the story of the co- 
operative purchasing movement in Indiana. 

This Association is an agricultural co-operative organized 
under the Indiana Agricultural Co-operative Act of 1925, as 
amended in 1931 and 1935. This law was enacted—accord- 
ing to its Declaration of Policy— 


. . . to promote, foster and encourage the intelligent 
and orderly production and marketing of agricultural 
products through co-operation; and to eliminate specula- 
tion and waste; and to make the distribution of agricul- 
tural products between producer and consumer as direct 
as can be efficiently done; to stabilize the marketing of 
agricultural products, and to provide for the organization 
and incorporation of agricultural co-operative associations 
and societies... 


The absence of any reference to purchasing was, as we shall 
see, typical of the entire farm movement in Indiana during 
its early years. 

The Articles of Incorporation and the By-laws of the Co- 
operative Association outline the features of the Association 
pursuant to the above Act. In addition to the routine busi- 
ness powers required by all corporations, the following 
specific powers were requested for the Association: ‘‘For it- 
self, its stockholders and others, either as principal or agent, 
to purchase, sell, manufacture, store, or market fertilizer, 
twine, feed, seeds, coal, implements, machinery and any and 
all other farmers’ supplies or products.” 

The form of ownership of the Indiana Farm Bureau Co- 
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operative Association differs from that of the majority of 
co-operatives organized under the Agricultural Co-operative 
Act. The Association is not owned by individual farmers. 
The right of ownership is limited, instead, to county co- 
operative associations which are also organized under the 
Agricultural Co-operative Act and are affiliated with the 
state association. There are 82 of these member associations, 
each known as the “ County Farm Bureau Co- 
operative Association.” A few of them serve two or more 
counties so that, together, the 82 associations cover nearly 
every county in the state. The membership of each of the 
county associations is made up of those farmers in the county 
who have bought, or earned, stock in the association. Section 
13 of the Agricultural Co-operative Act prohibits the trans- 
fer of common stock to anyone other than a producer of 
agricultural products. Approximately 80,000 farmers were 
owner-members of the 82 county associations by 1944. Since 
these farmers own the county associations, and the latter, in 
turn, own the state association, it may be said that the In- 
diana Farm Bureau Co-operative Association is owned— 
jointly—by the farmers of the state. 

The control, as well as the ownership, of the Association 
rests with the county associations. Its by-laws provide that 
each member of the Association shall have one, and only 
_one, vote in governing the affairs of the organization. At 
the annual meeting the members exercise their right of con- 
trol in two ways. They select the members of the board of 
directors and they determine the general policies of the 
Association. 

So far as both its ownership and control are concerned, 
therefore, the Indiana Farm Bureau Co-operative Association 
is responsible to the county associations. The capital of the 
Association is owned by the county associations; its manage- 
ment is controlled by the county associations. It is, in effect, 
a federation of these county retail co-operatives. 
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The function of the Association—its purpose, or reason 
for being—is to supply such products or services to its mem- 
ber associations as they may require. It is, in short, a co- 
operative, wholesale, farm-supply business. The savings or 
earnings accumulated from its operations are returned to its 
members on the following basis. After the dividends on the 
outstanding preferred stock are met, a dividend—not to 
exceed 6 per cent—is paid on the outstanding common stock. 
Necessary reserves are next set aside; then, whatever funds 
remain are distributed among the patrons of the Association 
in proportion to the patronage which each has furnished 
during the fiscal period. This distribution may be made 
either in cash or in common stock of the Association. 

The Indiana Farm Bureau Co-operative Association is 
only one part of the state-wide Farm Bureau movement in 
Indiana. At the center of that movement is the Indiana Farm 
Bureau, Inc. (known originally as the Indiana Federation of 
Farmers’ Associations). The latter is an organization of more 
than 40,000 Indiana farmers who desire to pool their influ- 
ence and efforts to achieve certain objectives. The objectives 
sought may be classified, briefly, as legislative, promotional, 
educational, and social. 

The Indiana Farm Bureau, Inc., itself, is not a commercial 
organization. All the commercial phases of the movement are 
incorporated separately. The nature of the bond between the 
Indiana Farm Bureau and its various affiliates varies in 
each case. Some are loosely associated with the parent organ- 
ization, while the two insurance companies are wholly con- 
trolled by it. The purchasing movement originated as one of 
the activities of the Indiana Federation of Farmers’ Asso- 
ciations. It has grown, through various stages, to a point 
where it is now an independently incorporated unit with no 
legal ties to the Indiana Farm Bureau except that one of its 
eleven directors is nominated by the Board of Directors of 
the Indiana Farm Bureau, Inc. 
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Having thus briefly outlined the setting within which the 
Indiana Farm Bureau Co-operative Association operates we 
may now proceed to look for whatever contributions the 
organization has made toward the progress of Indiana agri- 
culture. The contributions made by the Association seem to 
fall into two groups. The first group includes those con- 
tributions which have come from the growth of the Co-opera- 
tive itself, as it has experimented and struggled to build a 
successful institution. These include matters of principle, 
policy, and organization which have been worked out and 
proved to be sound. In the second group are those contribu- 
tions which stem from the business activities of the Asso- 
ciation—benefits of price or quality of merchandise which 
accrue to the patrons of the Association and its affiliates. 
During the remainder of our study we shall be seeking, par- 
ticularly, to detect and point out these contributions. 


CHAPTER II 


Pioneers Meet “Organized Greed”’ 


he Co-operative Association of today is, as we have seen, 

an independent organization. For its beginnings, how- 
ever, we must go back to the early days of the Farm Bureau 
movement in Indiana. The present-day co-operative pur- 
chasing program was, in the beginning, only an incidental 
phase of the general farm movement itself. To understand 
and appreciate the program one has to know something 
about the development and experience which have made up 
its evolution. The trials and errors, the failures and eventual 
successes, involved in its development, constitute an impor- 
tant part of the contribution which the Co-operative Asso- 
ciation has made to Indiana agriculture. 

The forerunner of the present Indiana Farm Bureau, Inc., 
was the Indiana Federation of Farmers’ Associations, which 
was organized in 1919. As its name indicates, it came about 
through the federation of various local groups which had 
sprung up over the state. According to men who remember 
the early days of the movement the formation of these local 
farmers’ associations was stimulated partly by war-time con- 
ditions and partly by general economic developments. ‘Times 
were changing—in the country the same as in the city. The 
telephone, better roads, the rural free delivery, and auto- 
mobiles were breaking down the isolation of the individual 
farmer. These changes, according to a writer of the day, had 
made the farmer “a very cosmopolitan person.” Changing 
conditions not only brought the means, they also provided 
the occasion, for group action. Some of the farmers’ associ- 
ations began as “better farming associations”; the influence 
of agricultural science was beginning to make itself felt. 
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Some associations grew up chiefly to work with the new 
county agricultural agents. Problems related to taxation, 
road improvement, etc., were the primary concern of other 
local groups. 

During the war the demand for the coordination of com- 
munity and national efforts and activities made it necessary 
for farmers—like other economic groups—to get together 
for joint action. The need for more effective organization, 
both military and economic, was demonstrated by the war. 
For example, when the War Industries Board called the 
major industries together to consider price regulation there 
was no group that could speak as a true representative of the 
farmers. Since the farmers’ associations were purely local in 
scope, they were incapable of dealing effectively with those 
problems of the farmer which extended beyond the local 
community. This limitation became more serious after the 
Armistice was signed, when the government began liquidat- 
ing its various regulatory agencies. Whatever protection these 
agencies had given to farm interests was now withdrawn. So, 
as the farmers came to understand the meaning of true or- 
ganization, the Indiana Federation of Farmers’ Associations 
came into existence on March 25, 1919, at a meeting, in 
Indianapolis, of representatives from various local associ- 
ations over the state. 

One fact concerning the purpose of the newly formed 
organization stands out with considerable clarity. When the 
Federation came into being its founders did not intend that 
it should become a business agency. Adopted at the organ- 
izing convention, this position was repeatedly emphasized 
during the early months of the Federation’s existence. In the 
Declaration of Principles formulated at the convention, 
“three great causes for the farmers to organize’’ were set 
forth. They were: 


1. For mutual protection as any other class of workers, 
and producers. To protect themselves against exploitation 
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in the line of their products. In other words, to have ‘the 
same standards of justice and fairness applied in the cost 
of producing and selling as any other class of producers. 
2. To promote farm home betterments and the general 
interest and welfare of farm communities. 
3. To preserve and extend our civil and religious in- 
stitutions. We will stand for law and order. 


Only the first of these “‘causes’”’ says anything about the 
economic reasons for the new organization. More about the 
economic outlook of the Federation was contained in a 
lengthy resolution adopted at the meeting. It stated rather 
fully the thoughts and aims of the organizers with respect 
to the business side of the farmers’ problems. The substance 
of the resolution follows: The prosperity of a free people and 
the stability of their institutions depend on co-operation 
among all of them. It is true that, on the basis of economic 
activity, people are divided into classes, but we believe these 
divisions to be normal and conducive to good-will and pros- 
perity when justice prevails. Those injustices which we farm- 
ers suffer at the hands of retailers are small; they may be 
corrected by leaving a reasonable profit on our products 
with the retailers—this we are perfectly willing to do. The 
major suffering of farmers, “it is known and admitted by all 
informed people,” arises from the freebooter methods and 
organized greed which prevail in the handling of their 
products. These are responsible for the fluctuation and in- 
stability of the markets which each year drive thousands of 
food producers and honest middlemen into bankruptcy. In 
view of these circumstances, the resolution continued, we 
will patronize the retail middleman so long as he sets his 
price to yield only a reasonable margin. Where seasonal prod- 
ucts—fertilizer, coal, twine—are concerned we suggest that 
the retailer may be used as a commission agent to handle 
these supplies for the farmers. The “gambling speculator’”— 
the personification of ‘‘organized greed”—we regard as un- 
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fair and lawless. We therefore call for legislation by Congress 
to eliminate the gambling element in food products and to 
stabilize the prices of food products. Then comes the final 
plank in the resolution—and the only one which contains a 
suggestion of what the Federation proposed to do directly: 


. this Federation of Farmers’ Associations will act as 
a bureau of information and helpfulness, through the off- 
cers of the township and county units, when asked for such 
information, upon all matters pertaining to the protection 
of the farmer and the promotion of the interests of the 
farmers. 


There is no doubt as to the sentiments of those present at 
the organization meeting. The resolution, summarized 
above, and the other pronouncements of the group indicate 
that the founders of the new Federation saw definite griev- 
ances in the various abuses which they felt existed in the 
handling of farm products and farm supplies. ‘These state- 
ments make it clear, however, that the founders did not pro- 
pose to go directly into business in order to correct the evils 
they saw. 

Speeches subsequently made by the newly elected officers 
of the Federation show that the same point of view carried 
over into the administration of the organization’s affairs. In 
a district organization meeting the Vice-President of the Fed- 
eration stated its position in these words: “In our com- 
mercial relations we have some grievances which we believe 
to be due to faults within the system rather than to the system 
itself. ‘These grievances should be adjusted, rather than to 
try to tear down the system.” It is possible that the leaders 
of the Federation did not have the membership solidly be- 
hind them on this point, but it is clear that the leaders did 
not intend that the Federation should be instrumental in 
setting up a commercial organization. 

The early statements of this farm organization are impor- 
tant in this study because they clearly reveal that the farmers 
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were not condemning the prevailing system of business. 
Their criticism was leveled rather at ‘‘abuses’” which they 
attributed, not to the system, but to perverse individuals 
within the system. Their statements bristle with such phrases 
as: “freebooter methods,” “organized greed,” “gambling 
speculators,” “‘profiteering.” They had no thought that a 
great co-operative purchasing organization would, or should, 
grow up as a part of the movement they were founding. 

In line with the avowed aims of the Federation, the first 
efforts in the economic field were limited to supplying in- 
formation to the local member groups. As the harvest season 
of 1919 approached, the Federation officers discovered that 
binder twine prices in the state were going to range from 21¢ 
to 28¢ per pound. A company in Indianapolis, however, 
was known to be willing to furnish twine at 2014¢. In con- 
sidering what step to take in the situation, the Board agreed 
that “... the farmer should only buy when the local deal- 
ers would not give him a square deal,’ and then promptly 
voted to notify the members of the Association that twine 
could be secured for 2014¢. The Federation was beginning 
to “crack down” on what it regarded as profiteering. At the 
close of the season the Organized Farmer reported that all 
companies had cut their prices to meet the competition which 
had been advertised by the Federation. 

Encouraged by this measure of success in their efforts to 
secure lower prices, the officers decided in the spring of 1920 
to try their hand in the fertilizer field. Here, however, they 
found a different situation prevailing. Fertilizer quotations 
did not offier so wide a range as they had found in twine. 
Consequently, the technique of publicizing low-priced deal- 
ers could not be used. The Federation tried a little different 
method by going to some of the fertilizer companies with 
the proposition that they give a discount to Federation 
groups in return for Federation support and publicity. The 
proposal was, rejected. The report made to the Board stated 
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that, “It appears that all of the large companies have a 
gentlemen’s agreement and that all ask practically the same 
prices.”” At the same time a report came to the Board from 
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Henry County concerning a similar development there. An 
implement dealer handling International Harvester Com- 
pany goods granted a special 10% discount to Federation 
members in the county. When the Harvester Company 
learned of it they refused to supply him with any more goods. 
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He was forced out of business. This setback represented 
the first important shock to the idea that the regular com- 
mercial channels would lend themselves to the effort of the 
organization to reduce profit margins. 

While the leaders of the Federation were making these 
initial experiments in the commercial field, fundamental 
changes in the general economic situation were taking place. 
They were destined to change completely the outlook of the 
Federation with respect to commercial activities. 

In 1920 the severe post-war decline in agricultural prices 
took place. It was unexpected, sudden, and severe. The gen- 
eral collapse in agricultural purchasing power is indicated 
by the fact that from 1919 to 1920 the United States Depart- 
ment of Agriculture index of the purchasing power of the 
farmers’ income declined 38 points—from an average of 105 
in 1919 to 67 in December, 1920. During 1920 and 1921 
the prices of corn, wheat, hogs, beef cattle, butterfat, and 
eggs all declined sharply. During the year from January, 
1920, to January, 1921, the price of butterfat fell 22.4%, 
from 67¢ to 52¢; corn fell 53%, from $1.45 to 68¢; wheat 
16.8%, from $2.50 to $2.08, and was still falling sharply; 
hogs fell 29.4%, from $14.50 to $10.25, and were still going 
down; cattle declined 29.4%, from $17.00 to $12.00, and 
were still headed down. 

When they saw the prices of their products falling so dis- 
astrously the farmers naturally began to worry about cutting 
their expenses. If all of their costs had fallen as fast as their 
income the position of the farmers would not have been 
greatly changed. What actually happened was that some costs 
remained high; most of the others declined more slowly 
than farm income. Freight costs, for example, remained 
high. Moreover, they were an important factor in determin- 
ing the net yield of a farmer’s products to him. Farm taxes 
also remained high while farm income was declining. A 
comparison of taxes on farm real estate in Indiana for the 
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same period of years is presented in the accompanying chart 
(p. 12). In 1927 a historical survey of the trend of agricul- 
tural income in relation to agricultural costs was made. This 
survey showed that the decline which occurred in 1920 and 
1921 was the most severe ever recorded by the Department 
of Agriculture. 

Faced as they were by these changing conditions, the 
farmers immediately began to demand lower prices for the 
things they had to buy—particularly those commodities 
which represented items of substantial cost. Complaints 
began to come to the Federation headquarters from local 
groups over the state that the organization was not taking 
sufficiently positive steps to promote organized buying and 
selling activities. Many of the local groups had already 
taken it upon themselves to make up pooled orders for what- 
ever supplies their members demanded. Nearly every issue 
of the Hoosier Farmer for this period contained reports and 
news items concerning these activities. By pooling their 
buying these groups were receiving wholesale prices on their 
purchases. 

As the months passed during 1920 the Federation was soon 
confronted with the fact that business conditions facing the 
. farmers had changed considerably from those existing a 
year earlier. Most important, the economic collapse was caus- 
ing constant and startling shifts in price relationships. Then 
too, the initial belief of the Federation leaders that the 
farmers would be able to co-operate effectively with estab- 
lished middlemen had been shattered by their experiences 
with the fertilizer companies and the International Harvester 
Company. Finally, the insistent demand from local groups 
over the state that a more positive commercial program be 
undertaken was growing stronger and stronger. 

During 1920 the demand for state action became so insist- 
ent that the Federation Board of Directors began to consider 
the possibility of setting up some kind of marketing service 
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to function as purchasing agent for these local groups. It 
entered into negotiations with the Farmers’ Grain Dealers 
Association and with the Indiana State Grange looking 
toward some mutual arrangement in which the member 
organizations of each group could participate. Plans were 
finally worked out for a Federated Marketing Service which 
was set up on December 13, 1920. This venture marked the 
beginning of an active effort on the part of the Federation to 
meet the new conditions and demands which had arisen. 

It also marked the beginning of the end of the hesitancy 
and timidity which had characterized the infant Federation 
up to that time. The first convention and the elected officers 
had been overwhelming in their opposition to a business 
program. According to one person who remembers the early 
days, the farmers were at first ‘‘scared to pieces of stepping 
on the other fellows’ toes.” Partial explanation may be 
found in the desire to avoid the charge of radicalism. Such 
a charge might have been dangerous to the new organization 
at a time when considerable anti-radical hysteria prevailed 
in the nation. The memory of sad experiments in farmer 
co-operation in former years was also strong in the minds of 
the better informed and less impetuous portion of the mem- 
bership. It seemed altogether safe and harmless for the Fed- 
eration to offer its services as an information bureau—to 
help publicize the cheapest sources of supply for its mem- 
bers. No one could condemn such an innocuous undertaking. 
Nor would it subject the organization to any business risks. 
Hence, the attempt to lower twine prices during the sum- 
mer of 1919 and the unsuccessful effort to use the same 
technique in the fertilizer field in the spring of 1920. 

These early efforts were not intended as the beginning of 
a co-operative purchasing movement. Certain opportunities 
appeared, and the Federation officials took advantage of the 
chance to pass them along to the members. All that was done, 
however, was only incidental to the general Federation pro- 
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gram. There was as yet no thought of a broad co-operative 
purchasing movement. Instead, the help that was given was 
thought of in terms of demonstrating to the farmers the 
desirability of organizing—in short, the desirability of sup- 
porting the Federation. Reports that were issued after the 
1919 twine season emphasized the dollars and cents value 
of the Federation service rather than saying anything about 
its significance for the future. Other evidence that the or- 
ganization was not thinking in terms of a broad farm co- 
operative program comes from the action of the Federation 
Board in voting to confine all savings or discounts on com- 
modities secured for members to those who were in good 
standing in the Federation. 
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CHAPTER III 


Learning to Walk 


he inauguration of the Federated Marketing Service 

constitutes an important milestone in the early develop- 
ment of the purchasing program. The Service was important 
both for what it was and for what it signified. 

The Service began as a co-partnership arrangement be- 
tween the Indiana Federation of Farmers’ Associations, the 
Indiana State Grange, and the Farmers’ Grain Dealers Asso- 
ciation. Under the plan that was agreed upon, the Marketing 
Service was to serve simply as a brokerage agency. It was to 
gather and pool the orders of the local groups represented by 
the partners—co-operative elevators, Granges, and Farmers’ 
Associations—and thereby combine their purchasing power 
in order to obtain the maximum quantity discounts. ‘The 
commodities to be handled were the staple production sup- 
plies of the farming industry that lend themselves to the 
pooling technique. Fertilizer, seeds, feed, twine, coal, were 
mentioned specifically. Personal and household necessities, 
luxuries, farm implements and equipment were excluded for 
the time being. The expenses of the Service were to be 
shared by the Federation and the Grain Dealers until it 
became self-supporting. The Service was to operate through 
county and community committees. The latter were to have 
charge of the initial pooling of individual orders, and they 
also had to arrange for some agency to distribute the goods 
when they arrived, or else do it themselves. A co-operative 
elevator or shipping association, if either existed, was sug- 
gested as the logical agency. In any event, all orders going in 
to the Marketing Service had to be accompanied by some sat- 
isfactory guarantee of payment. The plan envisioned a sort 
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of glorified mail-order system in which local community and 
township groups would order as a body. 

‘The Marketing Service set-up was perhaps more important 
for what it signified concerning the thinking and outlook of 
the time than for the short step it represented in the direc- 
tion of commercial organization. A significant shift away 
from the early views of the Federation was taking place. 

The organization of the Marketing Service represented, 
first of all, a recognition on the part of the Federation lead- 
ership that a farm program, in order to provide its maximum 
benefits, must extend into the business field. The factors 
mentioned in the previous chapter were, no doubt, chiefly 
responsible for this conclusion. Secondly, it recognized the 
need for bringing into a purchasing program as large a sec- 
tion as possible of the farmers of the state. This would make 
it possible to accomplish the maximum possible savings 
through large-scale purchasing. Hence, the co-operation of 
the Federation, the Grange, and the Grain Dealers in the 
Marketing Service. Third, the Marketing Service plans indi- 
cated a growing doubt as to the possibility or desirability of 
the farmers depending on privately-owned business channels. 
The Marketing Service program included the provision that 
all local distribution should preferably be handled through 
co-operative elevators, or shipping associations. Experience 
with the fertilizer industry and the International Harvester 
Company had already raised considerable doubt as to the 
kind of co-operation which the organized farmers might 
expect from the established companies merchandising farm 
supplies. Fourth, the nature of the Marketing Service indi- 
cated the attitude of caution with which the Federation lead- 
ership approached the business field. That the leaders were 
well aware of the pitfalls into which past farmers’ move- 
ments had fallen is shown by the admonition of General 
Secretary, Lewis Taylor, soon after the Federated Marketing 
Service had been established: 
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Whatever policy is finally determined upon as to com- 
mercial activities should reflect the most careful and pains- 
taking investigation of all the facts concerned. Our in- 
vestigators should not lose sight of the fact that probably 
more farm organizations have been wrecked on this rock 
than from all other causes combined. 


Statements by other leaders before and after this one by Mr. 
Taylor reveal the same sense of caution. The first issue of 
the Federation’s magazine had carried an editorial offering 
the advice that, ““We will not go as far as some will advise, 
and probably go further than the opinions of others; but we 
should say to our progressives and conservatives, give us a 
season of ‘watchful waiting’ .. .” It is altogether possible 
that this moderate policy in the state organization prevented 
the rank and file of the farmers from pushing the new move- 
ment into a lot of unsuccessful and unsound ventures which 
would have, when they collapsed, carried the whole move- 
ment to destruction. 

The amount of business transacted through the Federated 
Marketing Service during 1921 is not so significant as the 
lines of policy and purpose which were developing. How- 
ever, around $200,000 worth of fertilizer, twine, and coal was 
purchased through the Service. Considerable savings to the 
farmers were claimed on these purchases, but no good basis 
of comparison is available. The Service itself, according to 
its financial statements, earned enough commissions so that 
it had a net income on December 31, 1921, of $4569.29. Of 
this amount $1656.42 had been paid as refunds, leaving a 
net worth of $2912.87. During January and February, 1922, 
however, losses of $2717.78 were incurred, leaving a net 
worth of only $195.09 on March 1, 1922, when the co-part- 
nership was dissolved. 

While it was handling this business during the year, the 
Federated Marketing Service was at the same time hammer- 
ing out its methods, policies, and aims on the anvil of experi- 
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ence. When it had been adopted, the brokerage method of 
doing business was a natural step away from the “informa- 
tion bureau” type of service with which the Federation had 
previously contented itself. During 1921, however, the 
economy and simplicity of this method recommended it as 
having very definite advantages for a farm purchasing pro- 
gram. It provided a commercial channel through which the 
farmers could direct their business. In doing so they could 
obtain the advantages inherent in large-scale purchasing 
power. At the same time, practically no business risks were 
involved in handling the business on a brokerage basis. 
There were no price risks and no credit risks. During the 
year the essential features of the method took shape in the 
policies of the Marketing Service and were being emphasized 
as the aims of the Service. ‘The aims given were: 


1. ‘To purchase for farm groups and farmer-owned com- 
panies supplies which can be handled in carlots. 

2. Standardize high-grade commodities in a community 
to make car business easier and to take advantage of short 
hauls to save freight. 

3. Co-operation between different groups to get car 
rates. 

4. Educate the farmer to buy and stop being sold. 

5. To take care of claims and shortages in co-operative 
transactions, and to assume such burdens as a state and 
not as an individual unit. To be a servant that really 
serves. 

6. The farmer should pool his business in advance of 
his need, accept at par and pay cash. 


Toward its close, the effects of the year’s experience on the 
position and philosophy of the Marketing Service and the 
Federation were reflected in statements which they issued. A 
statement from the Marketing Service indicates how different 
the philosophy and outlook of the purchasing movement 
had already become. 
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Proper and loyal support from the farmers of the state 
for this Service that has been created solely for their bene- 
fit will insure its ultimate success and result in lowering 
the costs of many staple supplies because of the fact that 
elaborate selling systems covering the whole state can 
gradually be eliminated. The cost of selling is one of the 
very large items that all manufacturers must necessarily 
figure in when the prices for their products are deter- 
mined. 


Late in 1921 the Federation Board itself, in connection 
with a farm implement proposition it was considering, took 
a position close to that of the Marketing Service manage- 
ment: 


Resolved, that we approve of any system of distribution 
that will insure to the ultimate consumer, any and all 
reductions brought about by the elimination of unneces- 
sary features of selling, distribution, and service made pos- 
sible by the co-operation of the farmers’ organizations with 
manufacturer and dealers in farm machinery and equip- 
ment. | 


While this shift and expansion was taking place in the out- 
look of the organizations toward the general scope and 
mission of the purchasing movement, there was no particular 
change in their views concerning other aspects of the busi- 
ness. So far as the importance of their business activities were 
concerned the Marketing Service and Federation leaders 
continued to talk chiefly in terms of substantial “direct sav- 
ings’ to the farmers. More was said about the savings that 
had been made possible than of the quantity of purchases 
handled. The attitude of the organization toward farmers 
who were not members of the Federation had not changed. 
The feeling persisted that only farmers who were members of 
the set-up should be allowed to benefit from the savings 
made possible. ‘The Farm Bureau Board included, as a part 
of the same resolution quoted above, the following state- 
ment: 
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We also believe that each individual member should 
profit by such a system in proportion to the saving effected 
by the method of purchase and delivery elected by him. 


As we shall see, it was a long time before this discriminatory 
feeling toward non-co-operators was entirely overcome and 
eliminated from the policies of the movement. In the mean- 
time it was not considered a farmers’ movement in any uni- 
versal sense of that term but rather a movement for those 
who could or would clear the preliminary hurdle of joining 
the Federation. 

The end of 1921 found the co-partnership arrangement 
breaking down. It was not long before the Marketing Service 
had to be reorganized. Friction had developed between the 
Federation and the Grain Dealers over the policies of the 
Marketing Service, and the latter group was ready to with- 
draw from the Service. A conflict of personalities in the co- 
partnership was responsible for part of the friction. The 
remainder came from the territory. Federation supporters 
were interested in maximum benefits for their group..The 
elevators, represented by the Grain Dealers, wanted all of the 
business to go through their hands. The interests of the two 
groups were sometimes incompatible. The Grain Dealers’ 
Association had originally been invited into the Marketing 
Service because of the fact that it was an organization of 
local elevators which were organized under the 1913 non- 
profit corporation act. It seemed logical, since the only 
party interested in the accomplishments of either group was 
the farmer, that they ought to co-operate and pool their pur- 
chasing power in order to put the farmers’ interests in a 
stronger bargaining position. This point of view prompted 
the initial gesture toward joint participation in the pro- 
posed Marketing Service. And even though the co-operation 
of the two groups broke down in practice, the view persisted 
for several years that they should be able to work together. 
So far as the influence of the Grange was concerned, its mem- 
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bership was too small numerically to enable it to play an 
important part in the Federated Marketing Service. 

In March, 1922, the Federated Marketing Service entered 
the second phase of its life when articles of incorporation 
were filed and it became a corporation. Since the Grain 
Dealers’ Association had withdrawn, the ownership and con- 
trol of the corporation remained in the hands of the Fed- 
eration and the Grange. Each was to have a half interest in 
the corporation. The members of the respective Boards of 
Directors were to be the only stockholders. In other words, 
the Service became a corporation in form but remained a 
co-partnership in substance. 

The corporation was capitalized at $10,000, but no shares 
were sold. Those necessary to comply with the agreed divi- 
sion of control were assigned to the members of the respec- 
tive Boards. No investment was made in the business beyond 
the net worth which had already accumulated out of previous 
earnings. This amounted to $195.09. 

The by-laws provided that the net income of the service 
should be applied as follows: 


1. 6% dividend on stock outstanding. 

2. Refund the balance to members on a patronage 
basis; except that 

3. Part of the income could be retained as operating 
capital. Certificates of indebtedness would be issued as 
evidence of the equity claim of the patrons in this retained 
income. 


Louis F. Shuttleworth was hired to serve as full-time man- 
ager of the Service. 

As the Marketing Service moved into this new period it 
was still to a degree trying to “ride two horses” at the same 
time. The following quotation reveals the conflicting roles 
which the Service was attempting to play. 


It is not an organization formed to destroy the business 
or disturb the legitimate profits of honest retail merchants 
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in any line. The honest retailer, as the Federation of 

Farmers’ Associations and Grange well knows, has a right- 

ful place in the economic structure of society. He need 

have no fear, for his patronage, the natural fruitage of his 
long course of fair-dealing, will not turn from him. But 
it sometimes becomes expedient for farmers to make inde- 
pendent and collective purchases of raw materials of cer- 
tain sorts, and even of certain fabricated products. 
On the one hand it sought to reassure those business men 
and others who might be alarmed at the growth of a farmer 
co-operative program. On the other hand it sought to justify 
its growing business and to encourage those who were work- 
ing for it over the state. 

After the reorganization of the Marketing Service it began 
to develop rapidly in several directions. One trend was 
toward a more centralized and closely knit organization for 
collecting orders from and distributing merchandise to the 
local communities. The withdrawal of the Grain Dealers 
meant, of course, the loss of the local co-operative elevators 
through which the Service had been operating in many com- 
munities. The Service was therefore forced to develop its 
own distribution channels. In order to meet the need, a new 
system for handling orders was suggested by Mr. Shuttle- 
worth. As adopted, it provided that one or more representa- 
tives of the Marketing Service, approved by and responsible 
to it, should be selected in each county. Each representative 
was to solicit and pool orders from his territory and forward 
them to the Service. He was to receive a commission on the 
goods for which he secured orders. It probably did not 
seem important at the time, but one effect of this plan was 
to extend greatly the control of the Service over the local 
units. This change in the method of operation marks the 
beginning of a policy of centralization which continued for 
about four years and finally ended in grief. 

At the same time that this trend toward centralized con- 
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trol began, another change in policy, which was to have a 
happier outcome, was also initiated. Heretofore, the Market- 
ing Service had followed a so-called ‘“‘cost-plus” policy of 
pricing the goods handled for its patrons. ‘The management 
now decided to change the pricing policy. Hereafter, all 
orders were to be taken by the agents at prevailing market 
prices, with the understanding that the savings made through 
collective buying would be prorated back to the members as 
a patronage refund. The only reason given for the new 
policy in the discussion concerning it was that it would auto- - 
matically limit the benefits of the Marketing Service to the 
members of the Federation and the Grange. 

From the long-time co-operative point of view, the great 
advantage in selling at prevailing prices is, of course, to 
avoid price wars. During the year it had already operated, 
the Marketing Service had had some rather painful experi- 
ences in handling fertilizer, and these experiences seem to 
have demonstrated the folly of openy selling below the regu- 
lar retail price. 

It seems unlikely, however, that any purpose other than 
- limitation of benefits could have heen intended, for the new 
policy provided that refunds were to be made “. . . at the 
time of delivery or as soon as remittance could be made from 
a central office.” The same article indicates that the advan- 
tage of selling at the prevailing market price was at least 
partially recognized. However, this advantage could not 
have weighed very heavily. The prompt refund of any mar- 
gin of saving would quickly nullify the effect of selling at the 
* “prevailing price” in the first place. The method of handling 
refunds is merely another reflection of the spirit and purpose 
which we have already seen and which prevailed for a num- 
ber of years beyond this time. The organization repeatedly 
sought to make membership in the Federation a prerequisite 
to participation in the advantages of co-operative purchasing 
or marketing. The scant consideration which was shown for 
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the effect their pricing policy would have on price wars was 
most probably caused by the fact that a business, like the 
Marketing Service, conducted on a brokerage basis has little 
to fear from price wars. In fact, judging from what was said 
and written about the accomplishments of the Federated 
Marketing Service during these years, the organization 
seemed to take particular pride in its ability to start price 
wars and keep them going! 

The general program of the Service was somewhat more 
ambitious in 1922 than it had been the year before. Iwo 
million pounds of twine were disposed of at a saving of “at 
least two cents” below the prevailing price. An‘ arrange- 
ment was attempted whereby the organization would take 
the entire output of a coal mine. A contract was made with 
an Indianapolis company to furnish fertilizer to the Service 
in carload lots at a discount of $1.50 per ton in addition to 
the regular 7% trade discount. Arrangements were made to 
secure an “open formula,” high protein dairy feed, milled 
to order according to specifications prepared by agricultural 
experiment station specialists. These four commodities— 
twine, coal, fertilizer, feed—were the only ones which were 
given special attention. 

From the standpoint of the welfare of the organization, 
the year’s activities may be judged by the financial statement 
for the period from March 1, to October 31, 1922. It shows 
that the Corporation had begun business with a net worth 
of $195.09 and had increased it in eight months to $5151.56. 

At the beginning of 1923 there came another change in 
the structure of the business. The Federation agreed to take 
over the Grange interest and assume complete control of the 
Marketing Service. In view of the new situation a decision 
was subsequently made to change the name and bring it up 
to date. The new name became the Indiana Farm Bureau 
Purchasing Department, Inc. Mr. Shuttleworth was retained 
as manager, and business continued about as before. 
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During the year ending October 31, 1923 the net worth 
increased to $13,454.65 as the result of a net income of 
$9247.25. This profit was realized on sales of $22,990 and 
brokerage commissions of $27,233. The sales contributed 
very little to the profit, for the cost of merchandise was 
$22,570. Had the management recognized and heeded the 
warning suggested by this very narrow operating margin, 
later troubles might have been avoided. So far as physical 
volume was concerned, the year’s business included the 
equivalent of about 12,000 tons of fertilizer, 1,275,000 lbs. 
of twine, 16,000 tons of coal, and 960 tons of feed. Less was 
said this year about the tremendous savings which the Service 
had made possible for the farmers. 

A number of new practices or policies of operation were 
initiated by the Purchasing Department during the years 
1923 and 1924. One having little immediate importance but 
greater long-time significance came in May, 1924, when the 
Purchasing Department Board voted in favor of a policy of 
“, .. establishing and maintaining an adequate reserve in 
the treasury of the Indiana Farm Bureau Purchasing Depart- 
ment ...” Even though it was not carried out, this vote 
reflected a growing belief that the purchasing program was 
going to be a permanent undertaking and should therefore 
be developed along sound business lines—one of which 
would be, of course, to build up the financial strength of the 
organization. 

This new outlook had already begun to affect the refund 
policies. What seems to have been the first real patronage 
refund was voted in February, 1923. The Board voted a 
refund of twenty-five cents per ton on the fertilizer handled 
during 1922. There had been refunds before this, of course, 
but they had been made at the time of purchase or immedi- 
ately afterward. Apparently the organization was beginning 
to get away from the practice of granting cash rebates and 
calling them patronage refunds. 
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We have seen that at an earlier date an important step to- 
ward centralizing the operation of the Marketing Service 
had been taken when county representatives, directly respon- 
sible to the state office, were authorized. That was in 1922. 
As the volume of business grew, the logical sequence to that 
arrangement was for local warehouses to be established as 
centers of distribution in the areas covered by the representa- 
tives. During 1924 this very development came about in a 
few places. 

The Board set forth the policies under which these ware- 
houses were to be established. It provided (1) that the local 
Farm Bureau members should give preliminary approval to 
the step; and (2) that they should finance it by lending to the 
Purchasing Department, on a certificate of indebtedness, a 
sum large enough to finance the warehouse. The Depart- 
ment itself had not accumulated any capital which it could 
use for expansion of this kind. (3) The control was to be 
completely in the hands of the Purchasing Department. (4) 
Business was to be conducted on a cash basis; and (5) the 
local unit had to agree not to carry on purchasing activities 
that would compete with the branch warehouse. 

Warehouses were established during the year at Corydon, 
Aurora, and Indianapolis. During 1925 seven more branches 
were opened so that by the end of the year there were 10 
in operation. 

The most important bit of progress achieved by the De- 
partment during 1923 was its success in laying the founda- 
tion for a new fertilizer distribution program. Negotiations 
with the Tennessee Copper and Chemical Company brought 
about arrangements for that company to supply the fertilizer 
requirements of the Purchasing Department. When the 
set-up was complete, the Farm Bureaus of Ohio and Michigan 
were united with the Purchasing Department for joint pur- 
chasing of the output of the Tennessee Company. This 
arrangement was a happy one for the Farm Bureaus of Ohio 
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and Michigan and for the Purchasing Department. At a 
stroke it freed the Department from having to shop around 
every season in order to get enough fertilizer to supply its 
patrons. It provided a permanent source of supply. The 
Purchasing Department was put in a position from which it 
could push ahead with more confidence. The year 1924, 
therefore, saw the department launching out on a more 
ambitious fertilizer program. It began openly to propose and 
promote a system of fertilizer distribution built around the 
following points: 


1. Eliminate traveling salesmen and all other unneces- 
sary selling and distribution expenses. 

2. Avoid duplication of freight hauls by having ferti- 
lizer shipped from factory nearest the farmer. 

3. Equalize or stabilize prices which will represent cost 
to the manufacturer with a fair margin of profit, but will 
not permit profiteering. | 

4. Standardize quality by having the fertilizer made on 
open formulae. | 

5. Raise the analysis so that a large amount of money is 
not lost in mixing, transporting and handling worthless 
filler. 

6. Standardize analyses; each change from one analysis 
to another by the factory adds cost to the fertilizer which 
the farmer finally pays. 

7. Encourage a more general use of home mixed ferti- 
lizer, particularly where no ammoniates are used. 

8. Encourage a more general use of straight acid phos- 
phate. 

9. Establish a more extensive use of agricultural lime- 
stone so that clover and other leguminous crops may be 
grown and nitrogen supplied to the soil in nature’s own | 
way. 

10. Buy as a state-wide unit and minimize the cost of 
distribution. 


In these proposals we see the new philosophy of co-opera- 
tive purchasing cropping out again—this time in a little 
more forceful and comprehensive language. The former 
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faith that the existing channels of distribution could be 
made to serve the farmers’ best interests was entirely aban- 
doned. Primary emphasis was now being placed on the in- 
herent wastes in the competitive system of distribution rather 
than on the evils of exploitation and profiteering—as it had 
been when the original platform of the organization was 
formulated. Now we have the proposal that “If Indiana 
farmers could at once grasp the idea of pooled co-operative 
buying, the $3.00 to $5.00 per ton excessive distribution ex- 
pense could be saved immediately.” The substance of the 
proposed new system was that the farmers in their township 
meetings should agree on their needs for the season, com- 
pile a group order, place this with the Marketing Service, 
and receive their goods all at one time in one large ship- 
ment, thereby greatly reducing or even completely eliminat- 
ing the expenses for advertising, traveling salesmen, small 
shipments, back-hauling, expensive warehousing, and 
multiple handling. In other words, the farmer should learn 
to buy and cease waiting to be sold. 

In addition to the new fertilizer program some other new 
activities were started during 1924 and 1925. During 1924 
the promotion of feed distribution was undertaken in a 
large way. Small quantities of feed had been purchased 
previously but not according to any organized plan. The 
outstanding achievements of the feed pools operated by the 
Grange League Federation in New York and the Eastern 
State Farmers Exchange in New England were, however, 
being studied. In May, 1924, the Board voted to launch a 
real feed pool “with or without the co-operation of the east- 
ern states.” Shortly thereafter a contract was signed with 
the American Milling Company of Peoria, Illinois, and the 
pool was officially launched in July. 

New ventures in the fields of clover seed, and lubricating 
oil were attempted during 1925. Native clover seed was 
scarce in Indiana that year. Consequently, a vast amount of 
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seed was brought into the state from other parts of the 
United States and from Europe. Much of this seed came 
from areas of less rigorous climate and was therefore not 
hardy enough to withstand the Indiana winter. To cope 
with this situation the Purchasing Department secured sup- 
plies of seed of known origin that were adapted to Indiana 
conditions and made them available to Indiana farmers. A 
separate Seed Department grew out of this enterprise; it was 
set up on a permanent basis under the direction of an experi- 
enced seed man. 

Some of the county organizations had been experimenting 
with the co-operative purchase of lubricating oil for a year or 
two. But the Purchasing Department had gone no further 
than to watch developments. During 1925 several oil com- 
panies sought to secure a contract to supply Farm Bureau 
members. Finally, an agreement was made with the Standard 
Oil Company, under which Farm Bureau members were 
to purchase lubricating oil at the regular retail price. A 
specified discount, paid by the Oil Company to the state 
organization, could then be re-distributed by it to the pur- 
chasers as a patronage refund. This agreement was a very 
temporary good faith arrangement and soon collapsed. 

At the end of 1925 there came a sudden and unexpected 
crisis in the affairs of the Purchasing Department. It turned 
out to be a major turning point in the development of the 
Organization. 

For a year or so there had been rumblings of dissatis- 
faction, in various parts of the state, over the affairs of the 
Department. As early as 1924—and probably earlier—criti- 
cism of its finances were circulating in some parts of the state. 
In this year the’ Board of Directors of the Farm Bureau 
recognized that “. ..a better feeling would be had out over 
the field if the financial condition of the division were better 
understood .. .” In an effort to correct the situation, the 
Board voted to request quarterly financial statements from 
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the Purchasing Department. Nothing was said, however, 
about making these available to the farmers, or to the local 
associations who were supporting the Purchasing Depart- 
ment. Later in the year more difficulty came to light in the 
shape of a controversy between a local county Farm Bureau 
and the Purchasing Department. While these incidents 
were not responsible for the collapse which came shortly, 
they were symptoms of unhealthy relations between local 
community groups and the Purchasing Department. At any 
rate, it came to light at the end of 1925 that all but one of 
the ten branches which had been set up over the state had 
lost heavily during the year. The Indianapolis branch was 
the only exception. At the same time it was discovered that 
two serious mistakes in management during the year had 
caused additional heavy losses. One was in the operation of 
the feed pool. Feed was contracted for in 1925 and sold to 
farmers at a pool price for later delivery without hedging. 
Prices fell, many purchasers refused to accept their feed, and 
the Department was the goat. Another blunder, if it can be 
dealt with so charitably, was a speculation in grain during 
1925. It resulted in a loss of $13,000. All told there were 
losses of $28,000 which were not accounted for in the finan- 
cial statement for 1925. After the refund on the fall ferti- 
lizer distribution for 1925 had been made, and the warehouse 
losses had been determined, the Department was confronted 
with a deficit of about $12,000. 

This financial collapse brought the period of experimenta- 
tion to a rude and sudden end. The confusing trend of 
events which had characterized the period might leave one 
in some doubt as to its proper place in the history of the 
co-operative purchasing program. The organization set-up, 
the economic philosophy, the future aims, the operating 
methods, the financial policies of the movement had been 
changing throughout the period. Finally, at the end of the 
period, the organization was on the verge of financial col- 
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lapse. One might easily conclude that the work of the period 
had accomplished nothing. To arrive at such a conclusion 
would, however, be a great mistake. 

_ There were, it is true, many errors and false starts during 
this period. The leaders of a new movement of this kind had 
to learn many things from experience. When the movement 
began they knew little or nothing about the business world. 
Moreover, they had no successful farmers’ movement to pat- 
tern after. Ihe infant movement which they had brought 
into being was much like an infant person—it had to learn 
to walk before it could hope to run. Every stumble served 
‘as an object lesson. The financial collapse of 1925 was merely 
one—withal, the most painful—of these object lessons. The 
experiments that were made, rather than the positive results 
that were achieved, represent, therefore, the significant con- 
tribution of the period. The trials and errors—as well as the 
trials and successes—helped to clarify and unify the thinking 
of those who were guiding the movement. 


CHAPTER IV 


Hoosier Pioneers Discover the 
Rochdale Pioneers 


6266235 

he year 1926 marks the beginning of a new era in iif. 

history of the purchasing movement. It divides the life 
of the entire movement into its two significant periods. The 
years before 1926 were years of experimentation in every 
phase of the organization’s work, years of stumbling—more 
or less blindly at times—through the commercial problems 
of handling agricultural supplies, years of constant trial and 
error. The years after 1926 have not been free of experi- 
mentation nor of trial and error. However, they have been 
generally limited to experimentation in the handling of dif- 
ferent commodities or in developing new forms of service 
for the membership. The form of organization, the relation- 
ship to the local communities, policies of finance, etc., have 
been more or less stable and consistent throughout these 
latter years. Consequently, 1926 marks the most important 
turning point in the history of the organization. 

As things stood at that time, the Purchasing Department 
had proven itself a failure as a business institution. It had 
accumulated no capital; it had provided no reserves; its dis- 
tributing system had failed to operate successfully; its con- 
trol had been centralized so that those who were supposedly 
its beneficiaries had no part in its management; a partisan 
attitude had kept its program from spreading out to include 
all the farmers. 

A change of management in February, 1926, brought Mr. 
I. H. Hull to the position of General Manager. He had been 
a member of the Board of Directors of the Federation since 
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1920 and of the Purchasing Department Board for about 
two years. He had been connected with efforts to organize 
the wheat pool during the early 1920’s. As a member of the 
legislature from 1923 to 1925 he had introduced the Agri- 
cultural Co-operative Act of 1925. 

One very clear fact faced the new management: the future 
policies of the organization had to be different from those 
of the past if co-operative purchasing was to thrive—or even 
to live. Formulating and initiating those new policies was 
the first problem of the new management. During 1926, 
therefore, a number of steps were taken which were designed 
to clear away the wreckage from the past mistakes and to set 
the Department on the path to a more successful future. 

The first step was to eliminate the ten branch warehouses 
which had been in operation over the state. During the year 
these were liquidated and closed. The management had con- 
cluded that the chain store method of operation was unsuited 
to a co-operative. The experience which convinced Mr. Hull 
that some change in the fundamental structure of the organ- 
ization was necessary is well known. He has described it to 
many groups of farm people in the state. Soon after he had 
taken over the management, Mr. Hull made his first visit to 
one of the local branches of the Purchasing Department. 
When he entered the store no one was in sight so he began 
to look around the place. Finally he came upon the manager 
sitting in the rear, reading a newspaper. The manager 
apparently thought some unimportant farmer had ventured 
in, because, according to Mr. Hull, “he looked as though he 
had been molested.”’ When he found out who the visitor was, 
however, he instantly jumped up, and proceeded to make 
himself as agreeable and as useful as he could. 

As he thought about the incident later, Hull concluded 
that the store manager should act toward the person he 
thought Mr. Hull to be as he actually did act when he found 
out who Hull really was. In other words, it was more im- 
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portant that the local manager feel responsible to his cus- 
tomers than that he feel responsible to an office in Indian- 
apolis. ‘The local customers were the people who would 
determine the success or failure of the enterprise. It had 
become increasingly clear that, so long as the farmers re- 
garded the local branch as merely another chain store, their 
loyalty could not be retained. The farmer would not be loyal 
to a store which did not adapt itself to his needs and desires. 
There was small chance of that adaptation taking place when 
his store was controlled by a handful of men who lived a 
hundred miles away—men whom he did not know and never 
saw. Those who were working out the new policies con- 
cluded that a centralized set-up of the type they then had was 
not likely to succeed. 

It was an equally obvious and equally stubborn fact, how- 
ever, that an organization in Indianapolis, without any 
agencies to represent it in the local communities, could 
never become an important factor in the economic life of 
Indiana agriculture. Local farmers’ groups could not do 
business effectively with an organization in Indianapolis. To 
try it would be going back to the method first used by the 
Federated Marketing Service. 

While they were searching for a formula that would fit 
the combination of circumstances which they faced, the 
leaders stumbled onto the story of the system of co-operation 
which had originated in Rochdale, England, and spread 
from there throughout Western Europe. The successes of 
the Rochdale system, among farm as well as urban groups, 
convinced Hull and some of his associates that it was the 
answer to their problem. Consequently, a committee, com- 
posed of Hull, James K. Mason, and Lewis ‘Taylor spent the 
summer of 1926 studying the problems of the organization 
and working out plans for a reorganization. 

Study of the structure and principles of the Rochdale 
movement revealed a number of points at which they dif- 
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fered from those heretofore used by the Indiana movement. 

For one thing, Rochdale co-operatives are owned and con- 
trolled by those who use them—their patrons or customers. 
Each member supplies part of the capital and has one vote 
in determining the policies of the co-operative. Such a system 
was exactly opposite the one under which the Purchasing 
Department had been operating. The Department was both 
owned and controlled by the Indiana Farm Bureau Fed- 
eration. The farmer patrons had no part in the ownership 
and no effective voice in the management of the Department. 

A second feature found among Rochdale co-operatives was 
the return of earnings or savings (or profits) to the patrons, 
in proportion to the amount each had purchased—the so- 
called ‘“‘patronage refund.” Before any cash was refunded, 
however, these co-operatives set aside reserves to take care of 
possible contingencies and for expansion. The Purchasing 
Department had from the beginning refunded its earnings— 
if any—on a patronage basis. It had, however, refunded 
nearly all its earnings in cash and had thereby kept the or- 
ganization impoverished. 

Another important characteristic of the Rochdale co- 
operatives was their insistence on open membership. Anyone 
who wished to do so might purchase a share and become a 
full-fledged member. Moreover, any patron who was not a 
member could automatically become one by purchasing 
enough produce so that his share of the refunds would pay 
for a membership share. The tendency of these co-operatives 
therefore was to give equal benefits to all and consequently 
to spread their membership among more and more people. 
In contrast, the Purchasing Department had always pursued 
the policy of limiting its benefits and refunds to those farm- 
ers who were members of the Farm Bureau Federation. 

On July 6, 1926, the Board of Directors decided to reor- 
ganize the business, separate it from the Indiana Farm Bureau 
Federation, and set it up along the lines of the Rochdale co- 
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operatives. In order to do this the Board voted to reincor- 
porate the Department under the Agricultural Co-operative 
Act passed by the 1925 session of the Legislature. The 
motives underlying this decision were twofold. Those who 
had been studying the Rochdale plan saw in it the hope of 
future progress; they wanted to bring the organization into 
line with that plan. Some of the leaders of the Farm Bureau 
itself, however, were influenced more by their fear that the 
Purchasing Department—if it failed—might carry the entire 
movement to destruction. One member of the Board of Direc- 
tors of the Farm Bureau summarized this feeling when he 
said, ‘‘Let’s make it (the Purchasing Department) a separate 
corporation; then when it goes into bankruptcy it won’t take 
the Farm Bureau along with it.” 

The provisions of the Agricultural Co-operative Act em- 
bodied the main features of the Rochdale system and thereby 
furnished the necessary legal basis for the reorganization— 
although the provisions of the Act had been drawn up with 
the intention of authorizing marketing co-operatives rather 
than purchasing co-operatives. The law required at least 
eleven incorporators, all of whom had to be producers of 
agricultural products. It provided that no member should 
have more than one vote in the affairs of the organization 
regardless of the number of shares he might own. Other 
matters having to do with stock and stockholders’ rights were 
left to the preference of the incorporators. The law deviated 
considerably from the Rochdale principles when it set up the 
requirements for membership in co-operatives organized 
under it. This is explained, for the most part, by the fact 
that marketing co-operatives were uppermost in the minds 
of those who sponsored the act. No one seems to have given 
any thought to the possibility that purchasing co-operatives 
might develop. The act stated that membership in an asso- 
ciation should be limited to the producers of the agricultural 
product handled by the association. Except for this limita- 
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tion on the eligibility for membership, however, the law 
either required or permitted an association to follow the 
Rochdale principles in drawing up its articles of incorpora- 
tion and by-laws. 

Apart from the more fundamental provisions of the law 
there was one other which had a very practical appeal. ‘The 
Purchasing Department, during all of its life, had been 
harassed from time to time by false rumors and reports that 
circulated among the farmers. Although the source of the 
rumors and reports could never be exactly determined there 
was a general belief that they were deliberately spread to 
embarrass the organization. There were a few instances in 
which the leaders had definite information that competing 
organizations were using underhand methods to discredit the 
co-operative program sponsored by the Indiana Farm Bureau 
Federation. The 1925 Act made it a legal offense to spread 
or circulate false reports about co-operatives incorporated 
under its provisions. This offered another inducement to the 
Purchasing Department to bring itself under the provisions 
of the law. 

The reorganization and reincorporation of the Purchasing 
Department involved several important changes. First, the 
stock ownership had to be placed in the hands either of 
farmers, or of other farmers’ co-operatives organized under 
the 1925 Act. The plan finally adopted called for the Pur- 
chasing Department to continue as a co-operative, whole- 
sale purchasing agency, owned jointly by local co-operatives 
in the various counties, rather than by the farmers directly. 
Second, the change in stock ownership meant that control of 
the organization would henceforth be in the hands of these 
owners—the county associations. Third, since each share- 
holder could exercise only one vote in the affairs of the Asso- 
Ciation, the possibility of its being dominated by a small 
group was eliminated. The name ‘‘Co-operative Association,” 
or merely ‘“‘Association,” is introduced here to distinguish a 
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little more clearly between the old and new organizations. 
The name was not changed officially until 1930. Under the 
situation brought about by these three changes, centralized 
control would henceforth be legally impossible. The state 
organization would no longer control the locals; the opposite 
would be true. 

The changes that have just been outlined were aimed pri- 
marily at strengthening the relations between the Association 
and its patrons. The ownership, the membership, the control 
and the voting power were all revised in the direction of 
making them more democratic. The problem of insuring 
financial security to the new Association, however, still re- 
mained. This problem was also dealt with in a decisive 
manner. 

At the same meeting in which the changes in organization 
were agreed upon the Board took vigorous action to 
strengthen the financial position of the Association. ‘The 
Board directed that 25% of all future profits should be re- 
tained in the organization to build up capital reserves. In 
lieu of cash, the member associations were to receive some 
written evidence of their equity in the undistributed profits. 
Embarking on this kind of policy was not easy. Decisions to 
do it had been made before. The necessity of renewing its 
good intentions again and again, however, shows how difficult 
it was for the Board to follow its own best judgment. Cash 
refunds had been a talking point for so long a time that they 
were regarded almost as a part of the bargain. The organ- 
ization had therefore been consistently drained of funds that 
were badly needed to carry on the business. During the sum- 
mer of 1926, for example, it was impossible to distribute the 
refund on spring fertilizer because the money was needed to 
finance the shipment of clover seed from Idaho to Indian- 
apolis warehouses. Although the organization urgently 
needed the funds, the delay in distributing this refund 
caused a good deal of dissatisfaction; it was rumored about 
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the state that no refund would be paid at all. Situations of 
this kind show the problem facing the new Association as a 
result of the misunderstanding, suspicion, and lack of appre- 
ciation which existed. Apparently the rank and file farmer 
patrons felt no particular concern for the financial welfare 
of the organization. 

Now that the blueprints were finished, the architects of the 
new Association had to become builders in order to carry 
their plans into action. Before it could move ahead success- 
fully the Association was faced with the necessity of accom- 
plishing two things. First, and most immediate, it had to 
organize the county associations. They were needed to take 
over the ownership of the state association as well as to handle 
the local distribution of supplies. Second, and equally im- 
portant in the long run, an intelligent, understanding spirit 
—an esprit de corps—had to be developed in the local leader- 
ship and in the rank and file membership of the purchasing 
organization. Without loyal support the movement could not 
survive. | 

During 1926 and 1927 every effort was made to carry 
through the reorganization of the counties so that the struc- 
ture of the movement would be complete. County associ- 
ations were slowly organized. Some of them took over ware- 
houses formerly held by the Purchasing Department. The 
others set up new establishments. All of them were organ- 
ized on a “‘shoe-string,” with a few interested persons signing 
a blanket bond to guarantee the bank loan needed to finance 
the business. By the end of 1927, 29 county units had been 
started. Each of these, as it got under way, became a mem- 
ber—that is a shareholder—in the reorganized Purchasing 
Department. Stock was issued to it for its equity in the 
accumulated patronage earnings. Each became a nucleus for 
local co-operative business activities. During 1928 the num- 
ber of member associations was increased to 55. By 1930 
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there were 64 associations; by 1932, the membership had 
reached 82. 

It was naturally easier to organize associations than it was 
to convert the rank and file membership to a genuine loyalty. 
The leadership was confident, however, that, with each local 
community responsible for the success of its own organ- 
ization, it would be much easier to develop loyalty to that 
organization. By the end of 1927 the new system had begun 
to justify itself in the eyes of the management. In his report 
in November, 1927, Mr. Hull, speaking of the reorganization 
said that, ‘As a result we can already notice a much better 
spirit of co-operation in many communities than we had ever 
enjoyed before.” 

Several years later, as he looked back at the old and at the 
new, Mr. Hull summarized the unique significance of the 
change that had been made in these words: 


Formerly a chain of stores was operated from our head- 
quarters and of course, so long as that was done, there was 
no particular problem in regard to holding the local man- 
agers and associations in line or in compelling them to co- 
operate with the central organization. However, there did 
seem to be a distinct difficulty in holding the loyalty of 
the individual farmer himself. He did not grasp the feel- 
ing that the local enterprise belonged to him, but seemed 
to feel that it was owned and controlled by some far away 
organization with which he had very little, if anything 
to do. 

Under the type of local development which we have in 
recent years been building, this individual farmer daily 
visits and calls on his local association. He attends the 
annual meeting and helps elect the board of directors and 
create the policies of service which are to be carried on in 
the vicinity. He comes to feel that it is a very vital part of 
his own business and he carries with him a sort of feeling 
of co-partnership and a distinct feeling of pride when the 
local association which he feels is his, accomplishes a 
worthwhile piece of service. 
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When a man owns a business and has some responsibility 
for its success he generally takes a keener interest in what 
happens to it. It was this reality which Mr. Hull had in mind 
when he said, ‘““These local Associations should form the 
basis of all future co-operative effort—both buying and sell- 
ing.” They can establish and maintain that intimate per- 
sonal contact with the farmers upon which loyalty—so 
essential to the permanent success of a co-operative—is 
built. 

The attitudes of the county associations toward the state 
association were no less important than the attitude of the 
farmers toward the county associations. A writer for the 
Hoosier Farmer described two factors which, as he inter- 
preted the situation, largely accounted for the general im- 
provement in these attitudes. First, he said, the Rochdale 
plan brings to the county unit “a financial stability that it 
never has enjoyed before, and gives to it a business perma- 
nency and dignity.” The significance of this contrast is 
clearer if we remember that most of the local business had 
heretofore been handled on a sort of catch-as-catch-can basis. 
Even the ten branches could not inject much system into 
local buying. Car door business was about all that was pos- 
sible. ‘The second factor pointed out by the same writer was 
the change in the organization and control of the state Pur- 
chasing Department. The “counties may have an intimate 
financial relationship, as well as a vote, in the affairs of the 
corporation.” 

The extreme importance of complete autonomy in the 
local organizations gradually came to occupy a larger and 
larger place in the emphasis of those intimately connected 
with the organization. The experience of the early years had 
proven that co-operative purchasing was not altogether a 
matter of centralized purchasing. To be sure, concentrated 
buying power is necessary to achieve effective trading power. 
But, it cannot be assumed that purchasing power will auto- 
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matically be concentrated in a central agency when one is 
created. There must be some way to bridge the gap between 
this central agency and the individual farmer. It was here 
that the chief difficulty lay before the reorganization on the 
Rochdale plan. The following quotation from a speech by 
the General Manager shows that the local groups were not 
taking advantage of the services which the Purchasing De- 
partment stood ready to provide: “There are numerous 
propositions confronting us today, each of which would offer 
a large saving to our members, which we dare not undertake 
until we can be sure of the loyal support of our local organ- 
izations.” 

After the Purchasing Department was reorganized, the 
local units were independent and no longer had to observe 
the policies of the state association. Consequently, the dissat- 
isfaction and distrust which had accumulated under the old 
set-up now had a chance to assert itself. Some of the county 
units carried on their activities much as though the state 
association did not exist. This situation, like the others in- 
volving attitudes and loyalty, however, began to correct it- 
self under the new system. The stages by which this readjust- 
ment of attitude took place are revealed in the resolutions of 
the Annual Meetings for the years 1929 to 1931. A resolution 
in the former year called attention to the failure of some 
counties to co-operate. It recommended that a representative 
of the state association confer with each of these associations 
and suggested that, if co-operation were not subsequently 
forthcoming, other arrangements be made to supply Farm 
Bureau members in that county. In 1930 the resolution 
adopted by the members merely took note of the fact that a 
few units were still purchasing their supplies elsewhere and 
urged all counties to buy through the state associations. By 
1931, however, the wayward county units were forgotten. 
One of the resolutions urged the county associations to buy 
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all their needs through the state association so that it would 
not be in danger of overbuying. 

The influence which the Rochdale system had in bringing 
about these readjustments in attitude and in re-establishing 
the confidence and trust of the local units in the state organ- 
ization is illustrated by the following incident. Early in 1928 
the question arose as to whether the members of the board of 
directors ought to be employed by the Association or by 
companies doing business with the Association. The Board 
voted not only to permit, but to encourage, such employ- 
ment, both by the Association and by concerns having “‘sat- 
isfactory working relations with the Department.” It is 
clear, from the minutes, that this action was prompted by 
the honest feeling of the directors that it was for the best 
interest of the Association. And, for that matter, it might 
have been. However, when the members had a chance to ex- 
press themselves on the matter at the next annual meeting, 
they decided that the policy adopted by the directors was 
undesirable in a co-operative. The by-laws were amended to 
prohibit a director from accepting employment from either 
the Association or concerns doing business with it. The 
ability of the membership to make its will felt on this and 
other questions of policy kept the Association in step with 
the desires of its patrons. The causes of dissatisfaction and 
distrust were thereby cut off at their source. 

In response to the improvement which we have seen in 
both the organization set-up and the farmers’ attitudes to- 
ward the county and state organizations, the whole program 
began to take on an air of permanence. In the earlier days 
the organization had been widely looked upon as a bargain 
counter whose low prices and large refunds would draw 
members into the parent organization. ‘In the beginning 
many members thought of this service (Farm Bureau Co- . 
operative buying program) as a means of getting back the 
dues which they paid to the Farm Bureau rather than an 
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important service in itself.” The bargain counter is, of 
course, a temporary and undependable institution. The 
farmers had, however, been encouraged to think in terms of 
this kind of policy during the years prior to 1926. It was 
difficult for them, and even for the leadership of the move- 
ment, to break away from the old way of thinking. The 
manager had to keep emphasizing the importance of the Pur- 
chasing Department’s work in its own right. 


I have been convinced for some time that many of our 
own organization leaders have a very small conception of 
the value of the work which is being done. There is a 
very strong tendency to simply use the Purchasing Depart- 
ment as an argument for Farm Bureau membership. Our 
membership solicitors frequently tell prospects that they 
may get back their $5.00 dues through the savings in 
their purchases, as though that were the prime purpose of 
the department. It is no wonder that many of our mem- 
bers have not had the larger idea of co-operative buying. 


After the Purchasing Department and its local units were 
put on a definite, permanent, corporate basis, making them 
responsible to the farmers themselves, and giving them a 
permanent orientation, the farmers began to get a new con- 
ception of the importance of the co-operative purchasing 
program. By 1930, the general attitude toward the Depart- 
ment had undergone a considerable change. In his annual 
report for that year Mr. Hull could say: ‘““When the Pur- 
chasing Department of the Farm Bureau was started it was 
generally considered mainly as a bait to catch Farm Bureau 
members. ‘Today it is one of the leading services of our great 
organization.” 

This optimistic statement reflects the quiet change which 
had been taking place in the attitudes of the membership 
toward the permanency and stability of the movement. In 
1926 only a few persons foresaw the future growth of the 
organization. One of them expressed his views in the news 
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sheet circulated by the Lake County Farm Bureau: “It seems 
only fair to look on the Farm Bureau as an institution of 
considerable permanency. Such an institution should be con- 
ducted on business lines which also tend toward permanent 
development.” By 1929, however, the members were unani- 
mous in instructing the management to “build financial re- 
serves as fast as practicable, .. . even to the extent of slightly 
reducing refunds.” The trend of thought represented by 
this resolution continued to develop as time went on. By 
1931, the membership was suggesting that refunds be dis- 
tributed in the form of stock instead of cash ‘‘so far as prac- 
ticable.” 

While the Purchasing Department was working to perfect 
its new organization and build membership loyalty, it had to 
handle carefully its routine business tasks. The more rapid 
the growth and the larger the volume of business the more 
important it became that no mistakes be made. Careful busi- 
ness management became an absolute essential. The financial 
foundation was too weak to stand any more shocks. The 
membership loyalty dared not be jeopardized by management 
blunders. This applied to the entire organization—state and 
county associations alike. ‘There were, however, important 
business problems to be met during these years. The first 
grew out of the accounting laxity of the county associations. 

Farmers, in general, have never been particularly squeam- 
ish about systematic handling of their business. Since they 
themselves were now responsible for the general policies of 
their co-operative this failing soon made a problem for the 
organization. Farmer members who were content to keep 
their own business records on the barn door were not very 
farsighted when it came to insisting on careful accounting 
in their co-operative. The county units paid little attention 
to accounting records and soon began to get into trouble as 
a result. 

When the management of the Purchasing Department be- 
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came aware of the fact that the whole movement was being 
jeopardized by local accounting laxity, an accounting and 
auditing service was established. ‘This helped the counties to 
get their business records on a systematic and useful basis 
and keep them that way. The audits performed by this 
service came just in time to head off financial failure in the 
cases of two of the county associations. 

Financial failure in any of the units of the organization 
would have been unfortunate in itself. However, the failure 
of a co-operative is much more serious than that of an ordi- 
nary private business. ‘The latter may cause financial loss and 
discouragement to a few persons. But a co-operative which 
fails carries with it the hopes of the members for bringing 
about better conditions; it causes disillusionment, and per- 
haps cynicism or fatalism. Moreover, a co-operative business 
is not merely the concern of those immediately engaged in it 
—or even of the members. The Purchasing Department 
management sought to impress upon the local associations 
that lax financial records and reports would endanger the 
morale and loyalty not only of their members, but of their 
patrons and others as well. Mr. Jeanes put this in words 
when he emphasized before the Annual Meeting in 1929 
that, 


The responsibility of the management of a co-operative 
becomes rather a public one, so closely is it allied to a 
public institution. The co-operative, representing as it 
does the local community, should provide all. possible 
safeguards to secure and hold the confidence of its mem- 
bers. ‘That confidence is always shaken with a lack of 
proper financial records upon which to base information. 
On the contrary, comprehensive data, readily accessible 
and intelligently applied, is one of the most contributing 
factors toward gaining and holding that confidence. 


The second major problem which rose to prominence 
during this period was a necessary consequence of the specu- 
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lative nature of the business in which the organization was 
engaged. Prices of farm supplies are subject to frequent and 
radical changes. Most of the supplies handled by the Asso- 
ciation were seasonal in demand; some were subject to great 
fluctuations in price from one season to another; others were 
subject to great fluctuations in demand from year to year; 
each commodity presented its own special difficulties and 
had to be dealt with in its own special way. By 1929 the 
management had worked out a four-point policy designed to 
offset the necessary speculative risks involved in the business. 
It was presented to the Annual Meeting by Mr. Hull in his 
annual report. It suggested the following: 


1. Diversification of activity—handling a number of 
commodities and services. 

2. Intelligent, aggressive conservatism, otherwise known 
as good sense and judgment. 

3. Building of financial reserves. 

4. Integration of production with distribution—produc- 
tion of the commodities Wane were already being dis- 
tributed. 


There had always been a certain amount of diversification 
in the services of the Federated Marketing Service and the 
Purchasing Department. Mr. Hull felt that more would be 
desirable since fertilizer, feed, and seed were the only com- 
modities being handled extensively, although twine was still 
important during the harvest season. ‘The annual meeting at 
which these proposals were presented responded by includ- 
ing in its resolutions one which said, in part, ““We recom- 
mend the gradual extending of the scope of service where it 
seems to be desirable . . .” The Department was already 
trying its hand in the lubricating oil business. It soon be- 
came active in the distribution of gasoline and kerosene. 

So far as “intelligent, aggressive conservatism” was con- 
cerned, the state organization was already supplied with a 
liberal measure of it. Every leader had proven himself as a 
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farmer before being trusted with responsibility in the busi- 
ness of the co-operative. Some of the county associations 
probably needed this emphasis on practical experience. 

The building of reserve funds had been going on in a 
rather determined and definite way since 1927. During the 
three years—1926-1928—total net earnings of approximately 
$405,000 had been distributed as follows: $330,000 to the 
member associations as cash patronage refunds; $77,000 re- 
tained in the organization as operating capital. It was a 
much better record, so far as indicated by reserve accumula- 
tion, than any before 1927. However, two or three years later, 
when the depression was expected to continue, the organiza- 
tion looked back with regret to the large cash refunds which 
had already been paid out. 

At the time Mr. Hull made his recommendation in the 
spring of 1929, very little had been done to prepare the way 
for entering the field of production. Fertilizer and feed were 
purchased under definite manufacturing contracts which 
permitted the organization to control the technical side of 
the manufacturing process. This was as far, however, as the 
interests of the Department could extend: the financial con- 
trol and profits were in the hands of the factory owners. A 
seed cleaning mill was owned and operated by the Asso- 
ciation. It had been purchased to assure adequate control 
over the quality of seeds distributed by the organization. The 
membership of the Association responded to Mr. Hull’s 
recommendation by asking, in one of its resolutions, that 
“... during the year careful investigation be made as to the 
feasibility of producing the commodities distributed.” 

Within a year after this resolution the Association had 
launched its first real venture in the manufacturing field—a 
plant for compounding lubricating oil. This was in 1930. A 
year later came the first step in the manufacturing end of the 
fertilizer business. A contract with the Tennessee Corpora- 
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tion provided that the co-operative associations taking the 
company’s output should share the manufacturing profits on 
a 50-50 basis with the owners. This and similar contracts 
(later worked out for other commodities) came to be called 
“participating contracts.” As time went on, the successful start 
in manufacturing, represented by these achievements in oil 
blending and fertilizer manufacture, set the precedent and 
the pattern for similar excursions into other fields. 

The success of these initial manufacturing efforts was nat- 
urally very important from the business point of view. It 
may have been even more important, however, because of 
its psychological implications. The prospect of success in 
these ventures began to break down one of the last psycho- 
logical barriers which the farmers had faced when they began 
to think about co-operative purchasing. From the very be- 
ginning they lacked confidence in their ability to succeed 
in the business field. First, they ventured timidly into a 
sort of “information bureau” service. Then they ventured 
a little further, but, for several years confined their efforts 
to a strictly brokerage basis of operations. Finally, when 
this method of operation was no longer adequate, there was 
nothing to do but move into direct merchandising—so they 
did. Now, by 1929, it appeared that manufacturing would 
have to be the next step. A quotation from Mr. Hull’s re- 
port for 1928 gives his outlook with respect to further ex- 
pansion: 


Like every pioneer enterprise we have many obstacles 
to overcome. One of the most serious of these obstacles 
in times past has been a sort of lack of moral courage, 
frequently found among our members. In many places 
our members have had a sort of fear that they were en- 
croaching upon forbidden territory when they entered 
into competition with some private business enterprise. 
In most places they are rapidly outgrowing this fear and 
are coming to realize that in order to obtain trading 
equality, agriculture must buy its raw materials with the 
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same wisdom and the same economy that other indus- 
tries use. 

Other productive industries do not permit disinter- 
ested, profit seeking middlemen to supply them with their 
raw materials. They would not trust any disinterested 
middleman either from the standpoint of quality mate- 
rial or from the standpoint of the proper price for those 
raw materials. And in most cases they would consider an 
intruder of this kind as little less than a parasite. The 
time has come when we should enter upon an aggressive 
educational campaign to give our members, especially 
the leaders, the moral courage to go ahead and organize 
their business and show them that there is no other way 
for them to secure the same commercial protection which 
they can secure through their own organization. We must 
not be reckless but we dare not be timid. 


By 1930 sufficient ‘“‘moral courage’ had been generated, 
and the policy of expanding into the field of production had 
progressed far enough, so that Mr. Hull could boldly en- 
nounce that, 


Throughout the years, we have been building com- 
pounding plants, bulk stations, elevators and feed mills and 
paying for them, then allowing somebody else to own 
them because that somebody else conducted our business 
affairs. Under the plan of building our own commercial 
and production activities, we now continue as in the past, 
to build these industries, but when built they now be- 
long to the farmer himself. 


What appeared a few years before as a mystical realm into 
which the lowly farmer dared not venture had lost its for- 
bidding appearance now that a beginning had been made. 

The third major problem of the movement during this 
period grew out of the depression. In 1930, when business 
conditions began to decline, the Association was expanding 
the scope of its services, in line with the policies laid down 
a year or two earlier. The oil-blending plant was being de- 
veloped. Distribution of gasoline and kerosene had been 
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started. To aid the counties in establishing bulk plants the 
Association was financing their installation. Plans were 
being made to purchase the Kentucky Avenue site occu- 
pied by the warehouses and plants of the Association. ‘This 
expansion called for constant increases in the invested cap- 
ital of the Association. Reserve funds were used as fast as 
they could be accumulated out of earnings. By 1930, how- 
ever, it began to appear that unfavorable business trends 
would seriously cut into the earnings of the Association and 
threaten the expansion program to which it had more or 
less definitely committed itself. 

Fortunately for itself, the Association had been building 
a rather strong financial position during the years since 
1926. In fact one of the most notable features of the period 
from 1926 to the depression is to be found in the develop- 
ment of the capital structure of the organization. We have 
seen that in 1926 the Department was confronted with a 
deficit of $12,000. By the end of 1929 this deficit had been 
replaced by a net worth of almost $115,000. This meant that 
about $127,000 had been accumulated in the organization 
from four years’ business. Moreover, this sum represents 
only a part of the total earnings for the period. Patronage 
refunds to the member associations had also been made to 
the amount of $462,348.64. ‘The capital accumulation and 
patronage refunds were made possible by total savings or 
profits for four years of $586,302.65. Yet, for all of this earn- 
ing, the General Manager could say that “No man ever paid 
$1.00 into the Purchasing Department .. .” In fact, this 
claim was true not only for the period 1926-1929; it was true 
of the entire period from 1920. During all of this time no 
funds had been invested in the organization; no stock had 
been sold; no assessments had been made. Every penny of 
the net worth came out of earnings. 

At the time of the annual meeting in March, 1930, the 
business outlook did not encourage the management to 
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think that it could continue to finance its growing services 
out of earnings. The leaders of the Association seemed to 
foresee the seriousness of the depression. They had been 
contending for years that the welfare of agriculture could 
not be sacrificed to the advantage of the cities without dire 
consequences sooner or later. Whether or not their diagnosis 
had been correct need not detain us here. It is sufficient to 
note that some, at least, of the leaders expected conditions 
to get worse instead of better. 

To fortify the Association for the unfavorable times 
which seemed to be ahead the annual meeting carried 
through three important pieces of action. 

First, subscription lists were begun for the sale of the 
first preferred stock of the Association to be issued. The 
stock was nonvoting and bore 6% cumulative dividends. 
During the remainder of 1930, $9,800 worth of the stock was 
sold. . 

At the same time, the necessary legal steps were begun 
to change the name of the organization from Indiana Farm 
Bureau Purchasing Department, Inc., to Indiana Farm Bu- 
reau Co-operative Association, Inc. This change was made 
in order to eliminate the word “purchasing” from the name 
of the organization and to remove the implication that the 
organization was still a department of the Indiana Farm 
Bureau. The Agricultural Marketing Act, enacted by Con- 
gress in 1929, authorized the Federal Farm Board to give 
certain financial aid to co-operative associations marketing 
agricultural products. An effort had been made in Congress 
to bring both agricultural marketing and purchasing co- 
operatives within the terms of the law. There was, however, 
too much opposition to purchasing co-operatives and they 
were omitted. Hence the removal of the obvious emphasis 
on purchasing which the Association’s name had previously 
carried. 
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The third step taken to safeguard the future was to in- 
crease the authorized capital of the Association. ‘The author- 
ization of common shares was raised from $50,000 to $500,- 
000 and of preferred shares from $100,000 to $1,000,000. 
Business was declining at precisely the same time as an in- 
creasing volume of funds was needed to finance permanent 
investments. It was apparent therefore that a larger share 
of the refunds should be made in stock instead of cash. This 
increase in the authorized capital provided plenty of leeway 
for the issue of stock instead of cash in settling patronage 
refunds. 

By 1932 the main problem connected with achieving 
financial security was not how to retain the earnings that 
had been made. By then the main question was: would there 
be any earnings at all? The net earnings for 1931 had been 
only about one-third those for 1930, and conditions were 
getting worse rather than better. To safeguard the position 
of the Association a sharp retrenchment had to be made. 
The major part of it was represented by salary decreases 
voluntarily voted by the employees when the gravity of the 
situation was explained to them. The management of the 
Association deserves credit because it reciprocated by set- 
ting up a bonus plan under which the employees received a 
share of the earnings—if there were any—before any dis- 
tribution was made to the members, on either their stock 
investment or their patronage. The bonus plan was con- 
tinued until the Federal Social Security program was set 
up. 

In 1933 came the climax of the various efforts to 
strengthen the financial foundation of the Association. By 
that time all the meager earnings were needed in the busi- 
ness. As we have seen, the members had, since 1927, gradu- 
ally become reconciled to the proposition that it was neces- 
sary to retain more of the earnings in the organization. In 
fact, after 1929, they began to urge that the Association con- 
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serve its earnings so that it could maintain itself in a strong 
financial position and at the same time handle additional 
commodities and manufacture some of those already being 
handled. The Annual Meeting in March, 1933, took the 
important step of amending the by-laws of the Association 
so that the Board of Directors could, if it seemed wise, issue 
all patronage refunds in common stock instead of cash. 
Previously the Board could not issue more than 50% of the 
refunds in stock. This action marked the culmination of the 
effort to make secure the financial foundation of the Associa- 
tion and furnished a concrete demonstration of the change 
which had been taking place in the ideas and attitudes of 
the members and patrons relative to patronage dividends. 

During all the early years, and at least up to 1927, as we 
have seen, patronage refunds were looked upon chiefly as 
price rebates—to be sought as often, as quickly, and in as 
large amounts as possible. This view was in constant conflict 
with the growing capital requirements of an expanding busi- 
ness. It constantly weakened the financial position of the 
organization and was thereby indirectly responsible for the 
collapse at the end of 1925. The reorganization in 1926 on 
a Rochdale basis gave the patron-members reason to be in- 
terested in the financial progress of the organization. Ac- 
cumulation of reserves soon began and built a capital struc- 
ture of $115,000 in less than four years. As the depression 
settled down, it gradually became apparent, however, that 
even the dividend rate after 1927 had been something of a 
luxury when looked at in terms of financial solidarity for 
the Association. The membership was demanding more and 
broader services from its organization. The expansion neces- 
sary to meet these demands required more and more capital. 
Capital needs had previously been supplied by earnings, 
but earnings had declined so sharply that capital could no 
longer be easily obtained from that source. The membership 
was therefore willing to subscribe capital in cash—which it 
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did. It was willing to forego a larger share than formerly of 
cash refunds. Finally, by 1933, the membership was ready, 
if necessary, to forego all cash refunds in order to permit the 
Association to continue its growth. This evolution in the 
thinking of the farmers—most of them hard pressed finan- 
cially themselves—is one of the notable developments of 
the period. Its success in providing an organization channel 
through which the farmers could learn to recognize and 
protect their own best interests constitutes one of the major 
achievements and contributions of the Association. 

The period we have been reviewing marks the establish- 
ment of the Co-operative Association on a sound business 
basis. Mr. Jeanes, Secretary-Treasurer, looking back over his 
term of service with the organization from the vantage point 
of 1934, observed that: 


For the past thirteen years, I have seen this organization 
grow from a rather haphazard, do-the-best-you-can ven- 
ture, to an institution founded and conducted on business 
principles, with an ever growing and keener interest as 
an aftermath of the panorama of events; and the experi- 
ments of yesterday have become the practical projects of 
today. 

The organization began the period 1926-32 with a deficit, 
but ended with a net worth of $294,204.40. In 1926 it had 
no property it could call its own; in 1932 it had acquired a 
site at the corner of Oliver and Kentucky Avenues about two 
acres in size and with three buildings thereon. The site had 
been leased for two years before it was bought and had 
proven a highly satisfactory one for the organization’s need. 
Situated close to the stockyards, it was especially convenient 
for farmers and truckers who brought livestock to the market 
and wanted a return load to take to the country. In 1926 
the organization was short on experience in the technique of 
the agricultural supply business. Fertilizer distribution was 
pretty well mastered. But feeds and seeds were either causing 
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losses or yielding no savings. Other fields were entirely new. 
By 1932, however, the organization was able to handle feeds, 
seeds, gasoline, and kerosene as well as fertilizer. In 1926, all 
of the branch warehouses of the organization except one had 
failed. In 1932, the 82 county organizations affiliated with the 
Association enabled it to serve nearly every community in the 
state. As late as 1929, Mr. Hull reported that his greatest 
problem was “in finding and building men, and teaching 
them the technique of business and the habit of co-oper- 
ation.” By 1932, however, a set of experienced and suc- 
cessful managers and leaders had been developed in most of 
the counties. 


CHAPTER V 


The Co-op Comes of Age 


he period since 1933 constitutes a new phase in the life 
of the Co-operative Association. Between 1926 and 
1932 the major portion of its energies had been consumed 
in dealing with problems which were vital to its existence 
and stability. A plan of organization had to be perfected. 
Loyalty and support for the organization had to be culti- 
vated among the farmers. The county associations had to 
be nurtured; their personnel had to be trained both in busi- 
ness and co-operative principles. Various business pitfalls 
and problems had to be avoided or solved. In other words, 
the Association and its affiliates had to be placed on solid 
foundations; they had to be made strong and successful. 
By the end of 1932 these things had been accomplished. In 
addition, the Co-operative Association had demonstrated its 
ability to weather a severe economic storm. At the end of 
two years of severe depression it was stronger than before. 
Moreover, the membership had demonstrated concretely 
that it would supply whatever support was needed to main- 
tain the organization. The members had agreed, in 1930, 
to subscribe cash for additional capital. Later they agreed to 
sacrifice all the cash refunds to which they had been ac- 
customed. | 
In short, the Association had done more than establish 
itself as a business institution. Equally important, it had also 
established itself so firmly in the confidence of the members 
that they identified its well-being with their own interest 
and were willing to sacrifice for it if necessary. After 1933, 
therefore, the organization was ready to seek larger worlds 
to conquer. From then on, it was in a position to choose 
60 
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rather than merely to accept the problems which should 
occupy its attention. The Association could now begin to 
reach out and grasp those opportunities which offered the 
greatest promise of benefit to its membership. 

Four major lines of development characterize the period 
since 1933. Three of these represent the effort of the Asso- 
ciation to expand the range and benefit of its service to the 
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membership. The fourth represents a continuation, and to 
a certain extent, the culmination, of the process of growth 
and development which, since the beginning, had character- 
ized the thinking of those associated with the purchasing 
movement. | 

The most significant development is the great increase 
which has taken place in the manufacturing activities of the 
Association. It has entered directly or indirectly into the 
production of lubricating oil, baby chicks, farm machinery, 
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fertilizer, gasoline and kerosene, hog cholera serum, paint, 
lumber, feed, coal, and insecticides. Second, this period has 
been marked by a considerable growth of interstate federa- 
tion, as contrasted with the intrastate federation which occu- 
pied the attention of the organization between 1926 and 
1932. The Association has joined with co-operatives of other 
states to promote more effective purchasing and manufactur- 
ing activities. Third, the Association has sponsored or helped 
to sponsor various services which are slightly outside its own 
field but which are important to the co-operative movement 
in general or to the progress of agriculture. The Association 
was instrumental in launching the rural electrification move- 
ment in Indiana. It has sponsored the first grain marketing 
co-operative in the state that gives any promise of succeeding. 
It has given the primary stimulus to the creation of a co- 
operative bank. It has pioneered in the creation of a monthly 
co-operative farm newspaper—the Farm News. Finally, the 
period since 1933 has seen the general philosophy and theory 
of co-operation firmly established among the rank and file 
_ membership of the organization. 

The major trend of this period has been the development 
of production activities that would supply as many as feasible 
of the commodities distributed by the Association. This 
trend was in line with the proposal which Mr. Hull had 
suggested as far back as 1929. As we have seen, he was at that 
time seeking a way to broaden the activities of the Associ- 
ation and thereby make it less vulnerable to the speculative 
dangers inherent in the agricultural supply business. Soon 
afterward, the Association began, on a small scale, to experi- 
ment with manufacturing but it was not until after 1933 
that manufacturing began to assume a really significant place 
in the program of the organization. 

There were in most cases, two stages preliminary to the 
actual direct manufacture of a commodity. The first stage 
was control of the technical side of manufacture; the second 
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was participation in the profits of manufacture. As far back 
as 1923 the Purchasing Department began to control the 
technical side of fertilizer manufacture. The ‘Tennessee 
Corporation agreed to produce fertilizer according to the 
specifications of the Department. Later on, the same type of 
arrangement was incorporated in contracts covering feed 
and lubricating oil. The second stage in the control of ferti- 
lizer production was reached in 1931 when the Tennessee 
Corporation agreed that the co-operatives should share the 
fertilizer manufacturing profits half and half with the manu- 
facturer. After the principle involved in this contract had 
proven itself workable it was speedily extended to the con- 
tracts under which feed, gasoline, and farm machinery were 
purchased. 

One notable feature about some of these participating 
contracts was a clause providing that the co-operative might 
purchase the manufacturing plants and thereby take com- 
plete control of both the manufacture and sale of the prod- 
uct. These options were never exercised, but they were im- 
portant nevertheless; they demonstrated the growth of the 
economic power and influence of the Association. 

The first genuine manufacturing venture undertaken by 
the Co-operative Association—the oil compounding plant— 
was already under way before 1933. It was started in 1930. 
During its first year of operation this plant paid for itself; 
by 1935, it had earned nine times the amount originally 
invested in it. he remarkable way in which the plant justi- 
fied itself encouraged the management and membership of 
the Association to look for other similar opportunities. 

One of these was found in the hatchery field. Although the 
hatching of chickens may not, from a technical point of 
view, be called manufacturing, it is a form of production. 
And there is no doubt but that the production activities of 
the Co-operative Association in this field since 1932 con- 
stitute a development of the greatest importance. They were 
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stimulated by the desire to/obtain the production of high 
quality chickens; in fact, the chicks hatched by the Asso- 
ciation have consistently been sold at prices higher than 
those generally prevailing in the trade. By 1944, 27 hatcheries 
had been established in various parts of the state. During the 
1943-44 hatching season they distributed about 5,500,000 
baby chicks. The success of the hatchery program in produc- 
ing high quality chicks, and the success in making the pro- 
gram self-supporting, has fully justified this second major 
undertaking in the field of production. (The full details of 
this story are discussed in Chapter VII.) 

The period since 1935 has witnessed one of the boldest 
ventures into co-operative manufacture yet undertaken. As 
far back as 1930 the Co-operative Association had been at- 
tempting to work out a satisfactory arrangement for supply- 
ing tractors to Indiana farmers through co-operative chan- 
nels. Contracts with the Allis-Chalmers and Huber interests 
were tried but proved unsatisfactory. Up to 1935, therefore, 
little progress had been made. In the meantime, however, 
other farm supply co-operatives in the middle west had be- 
come interested in the distribution of tractors, and they 
were watching the Indiana experience. Contacts and dis- 
cussions among the various organizations affiliated with 
National Co-operatives finally developed the notion that a 
tractor should be produced by the co-operatives themselves. 
Preliminary studies led to a decision to produce an entirely 
new type of tractor. It was built around a high-speed, high- 
compression motor and on rubber tires so that it could oper- 
ate at speeds up to 35 or 40 miles per hour and thereby serve 
as both tractor and truck. The tractor was first produced in 
1936. It proved to be quite popular. Between 1937 and 1940 
a number of regional wholesale co-operatives joined in the 
enterprise. Production was carried on at Battle Creek, Mich- 
igan, through the Co-operative Manufacturing Company for 
about a year and was then transferred to Arthurdale, West 
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Virginia, and carried on by American Co-operatives. Various 
factors have, however, combined to keep the latter organ- 
ization from succeeding. The 1940 season was its last. 

For a year or more prior to the collapse of the Arthurdale 
project the Co-operative Association was, on its own initia- 
tive, conducting investigations and experiments leading to- 
ward the introduction of an improved tractor. By the 
summer of 1940 plans had been perfected for a new ‘‘Co-op” 
tractor and implement line. A new corporation—National 
Farm Machinery Co-operative—was organized to produce 
the new tractor, and a plant was built at Shelbyville, In- 
diana, in which to carry on the production. The control of 
the new set-up was to remain in the hands of the Co-opera- 
tive Association until the accumulated patronage earnings 
of the participating groups in other states earned for them 
a share in the management. 

The tractor was tested and put into production during the 
latter part of 1940. The first machine came off the line in 
December. During 1941 more than 500 machines were pro- 
duced and sold before the impact of the expanding national 
defense program made it impossible to continue normal oper- 
ations. In line with the general conversion of industry to 
war production, the plant was then changed over to defense 
work. As a consequence, it has been able to secure some 
additional equipment, maintain its labor force, and increase 
its financial strength. Therefore, it will still be a going or- 
ganization at the time the war ends and it is possible to take 
up its original work again. Meanwhile, a general line of 
farm equipment is being designed, tested, and perfected. 
Consequently, as soon as the war ends, the National Farm 
Machinery Co-operative will be ready—both plant and plans 
—to produce equipment for the co-operatives of Indiana and 
other states. 

In 1934 the Co-operative Association began to experiment 
with the trucking of gasoline and kerosene from a refinery 
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at Lemont, Illinois, to some of the county bulk plants. 
This was the beginning of what has since become the Trans- 
portation Service of the Association. In 1938 the Association 
purchased a fleet of ten transport trucks and has, since then, 
transported an increasing volume of the petroleum products 
moving to the country bulk plants. The counties were 
charged the same transportation rate they had previously 
paid the railroads. The earnings of the Transportation Serv- 
ice, on this basis, were sufficient to cover the entire invest- 
ment in trucks in less than one year. During 1939 this 
enterprise earned $29,200 for the Association on a $40,000 
investment in equipment. The railroads, however, soon re- 
duced their rate on these fuels. Consequently, the earnings 
after the first year were somewhat smaller. During 1941 the 
Trucking Service earned $25,000. 

In 1939 the Association began building the necessary 
facilities to manufacture its own fertilizer requirements. 
Three mixing plants, with a combined annual capacity. of 
85,000 tons, have been constructed. One of these was built 
in co-operation with the Ohio Farm Bureau Co-operative 
Association. This plant and one at Indianapolis were ready 
for use during the spring season of 1940. The third plant, 
near Hammond, was finished during the latter part of 1940. 
The co-operatives of Illinois and Wisconsin share in the out- 
put of the Hammond plant. 

Early in 1939, when the oil boom in Gibson County 
started, the management began to study the possibility of 
locating a refinery near the field to produce gasoline and 
kerosene. After the field had been developed enough to 
assure an ample supply of crude oil, the Association pro- 
ceeded to construct a modern refinery at Mt. Vernon, to- 
gether with the pipe-line necessary to get crude oil to the 
refinery. The entire enterprise is owned by the Asso- 
ciation. The refinery, completed early in 1940, began pro- 
duction at the rate of 2500 barrels of crude oil per day. It is 
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producing gasoline, kerosene, and tractor fuels which are 
going to the county associations in the southern part of the 
state. During 1941 and 1942 the Association leased oil lands 
in Gibson County and in Kentucky. Enough good wells have 
been brought into production to supply practically all of the 
crude oil needed by the refinery. In this way the Association 
now has as much control over the production of gasoline and 
kerosene as it had achieved in the production of lubricating 
oil ten years ago. 

These are major fields of production into which the Co- 
operative Association has entered—directly or indirectly. 
There are, however, a number of lesser production enter- 
prises in which the Association has an interest. It is now 
operating an insecticide plant. It owns a share in the Farm 
Bureau Serum Company at Thorntown, Indiana. It has an 
interest in the paint and barn equipment plant operated by 
United Co-operatives. It is operating a soy-bean processing 
plant at Danville, Indiana. Late in 1942 it purchased and is 
now operating two lumber mills near Pine Bluff, Arkansas. 

During the latter part of the period since 1933, production 
activities have suddenly become a major sphere of interest 
to the Co-operative Association. So long as these activities 
were confined to the blending of lubricating oils, the hatch- 
ing of chickens, and the assembling of tractors they did not 
contribute a great deal to the total volume of business of the 
Association. However, when arrangements were completed 
for fertilizer manufacturing and oil refining, a large volume 
of business was affected. As late as the early part of 1939 the 
Association was producing—directly or indirectly—only 
about 6% of the total goods which it sold. A year later, how- 
ever, this percentage had jumped to 24%. As the fertilizer 
plants were finished, and the refinery and other operations 
expanded, the proportion of goods being produced rose to 
32% by the end of 1940 and was well over 50% by 1944. 

The growing importance of the Association’s manufactur- 
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ing activities is reflected in the proportion of the total capital 
investment of the organization which they have absorbed. At 
the end of 1933 only about 14% of the Association’s assets 
were used in manufacturing. Seven years later, in 1940, the 
figure was 34%. During the next year the production activi- 
ties increased so rapidly that by December, 1941, 60% of all 
of the Association’s capital was invested in manufacturing 
activities. Part of this increase has been put directly into 
manufacturing facilities by the Association—the refinery, for 
example. The balance has gone into stock investments in 
regional wholesale co-operatives—such as, United Co-opera- 
tives—or in manufacturing co-operatives—such as, National 
Farm Machinery Co-operative and Farm Bureau Chemical 
Co-operative. 

The earnings of the Association have both affected, and 
been affected by the upsurge in manufacturing activities. 
One factor which prompted the Association to expand its 
production efforts so rapidly was the general decrease in 
gross profit margins on the supplies it handled. In 1926, 
handling margins were so great that the organization was 
able to accumulate net savings of as much as 6% of total 
sales. During the depression these margins were reduced, so 
that between 1931 and 1935 net savings were only 3% of 
sales. Between 1936 and 1939 they averaged only about 
2.5%. When the handling margins were reduced so much 
that the Association could no longer make any important 
saving on the distribution of its commodities it began to 
seek a way to secure the profits that were being made in their 
manufacture. ‘This factor was of particular importance in 
the case of both fertilizer and petroleum fuels. It was not 
necessary to manufacture these products in order to secure 
proper quality. It was necessary to manufacture them if the 
Association was to make any substantial saving on them for 
its members. 

It is not surprising that the total earnings of the Associ- 
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ation have been affected by the increase in manufacturing 
activities. The manufacturing activities themselves were 
started partly because of reduced savings from distribution. 
Actually, there has been a tendency for manufacturing earn- 
ings to replace the distribution earnings. ‘The earnings from 
production have furnished an increasing proportion of the 
total savings of the Association during recent years. 

Note the increase in the proportion of earnings coming 
from manufacturing, the increase in the relative proportion 
of goods manufactured, and the increase in the proportion 
of capital devoted to manufacture; these changes, together, 
underline the importance which manufacturing has assumed 
in the affairs of the Association in recent years. By implica- 
tion, they emphasize the progress which the Association has 
made in protecting the interests of its patrons. By adding 
the service of co-operative production to its already existing 
service of co-operative distribution, the Association has 
pushed the control of the farmer over his supplies back one 
step nearer the source of those supplies. 

The second major line of development during the period 
since 1933 is found in the co-operation of the Association 
with similar organizations in other states. It has participated 
in a number of interstate co-operatives. Some of these have 
been organized to carry on manufacturing; others are merely 
purchasing organizations through which the buying power 
of several states may be pooled. 

Interstate co-operation began as far back as 1923, when 
the original contract was made between the Farm Bureaus 
of Indiana, Ohio, and Michigan and the Tennessee Copper 
and Chemical Company. ‘This, however, was nothing more 
than a pooling arrangement. Others similar to it were utilized 
from time to time during the 1920's to facilitate the handling 
of feeds and seeds. 

It was not until 1930 that the Co-operative Association 
participated in a formal interstate co-operative. It joined at 
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that time with the Ohio and Michigan Farm Bureau organ- 
izations to incorporate the Farm Bureau Milling Company. 
According to the original plans, the Milling Company was to 
acquire and operate a feed mill. As conditions developed, 
however, its work was for a long time confined to bargaining, 
inspection, and research. Finally, however, in 1943 negoti- 
ations were completed whereby the Milling Company ac- 
quired a mill at Hammond, Indiana. Since the organization 
was originally formed, the membership has changed some- 
what so that the new mill will serve the farmers of Indiana, 
Michigan, Illinois, and Wisconsin. 

The Farm Bureau Oil Company was organized in 1930 
by the same three co-operative associations—Indiana, Ohio, 
and Michigan—to take over and operate the oil compound- 
ing plant already installed at Indianapolis by the Indiana 
Farm Bureau Co-operative Association. While the organ- 
ization was started to manufacture lubricating oil, it later 
branched out and became a super-wholesale organization. 
In 1936 it was reorganized under the name of United Co- 
operatives and the membership was expanded to include 
seven of the wholesale purchasing co-operatives located east 
of the Mississippi River. Still later the organization began 
to assume national proportions when the Washington Egg 
and Poultry Association was admitted to membership. 

Between 1940 and 1942 United Co-operatives practically 
doubled the size of its resources and its volume of business. 
By the end of 1942 it had acquired plants for the manufac- 
ture of lubricating oil, greases, fly spray, paint, and barn 
equipment. It was purchasing for its member associations 
such additional products as sheet metal, fence, auto tires, 
fuel oils, spray materials, and poultry equipment. It was 
doing $4,000,000 worth of business a year. It had accumulated 
total assets of $1,300,000. And it had a net worth of $804,000. 

The most ambitious interstate co-operative in which the 
Association has joined to the present time was incorporated in 
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1932 under the name “National Co-operatives.” When it 
was organized the membership of National Co-operatives rep- 
resented 16 states, 500 local co-operatives, and 400,000 
patrons. Regional wholesale co-operatives located at Min- 
neapolis, North Kansas City, St. Paul, Superior, and Indian- 
apolis were the original incorporators. Later on, National 
Co-operatives became truly national in scope when whole- 
sale co-operatives in Washington, Texas, New York, New 
England, Virginia, and North Carolina accepted member- 
ship. By 1942 the membership of the organization com- 
prised 16 regional wholesale co-operatives. Two of these 
represent city groups. Two others are Canadian; therefore, 
the organization has now become international. As soon as 
it was organized, National Co-operatives negotiated a con- 
tract for 14,000 cars (over 100,000,000 gallons) of gasoline 
and kerosene. This represented only one year’s requirements 
for its members. The contract contained a participating 
clause providing that National Co-operatives should share 
the refinery profits 50-50 with the owners. For the most 
part, however, the organization has remained a conference 
body and purchasing agency. In the latter capacity, the or- 
ganization has been instrumental in securing for its member 
groups such supplies as auto tires, batteries, radios, electrical 
appliances, and groceries. These products are made accord- 
ing to specification and bear the organization’s special 
“Co-op” trademark. 

The Co-operative Association has joined with the co-opera- 
tives of several states in other interstate co-operative ventures 
as the need or opportunity has arisen. In 1937, through 
United Co-operatives, the Association, along with numerous 
other organizations in the Middle West, took part in the 
Co-operative Manufacturing Company, which was organized 
to manufacture tractors for its member associations. This 
firm was liquidated in 1938, however, and a new organiza- 
tion—American Co-operatives—took over its activities. The 
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latter, in turn, was replaced in 1940 by the National Farm 
Machinery Co-operative, Inc., whose membership now in- 
cludes state and regional wholesale, purchasing co-operatives 
which serve practically all the farming sections of this coun- 
try and of part of Canada. This organization is making it 
possible for the participating groups to pool their purchas- 
ing power and put it behind a co-operative implement man- 
ufacturing program. 

In 1939 the Indiana Farm Bureau Co-operative Associ- 
ation and the Ohio Farm Bureau Co- soperative Association 
joined in organizing the Farm Bureau. Chemical Co-opera- 
tive, whose function was to construct and operate a fertilizer 
plant near Cincinnati. A similar plant which the Association 
constructed near Hammond, Indiana, during 1940 has devel- 
oped into a co-operative venture among the Indiana, Illinois, 
Wisconsin, and Minnesota co-operative organizations. In 
this field, as in others, its policy of co-operating with similar 
organizations in other states has made it possible for the Co- 
operative Association to render better service to its members 
than would otherwise have been possible. 

The third major trend in the activities of the Co-operative 
Association during this period of its life is found in its spon- 
sorship of several lines of service which were slightly out of 
its own field but were nevertheless important to the general 
progress of the co-operative movement and of agriculture in 
the state. 

When the Farm Bureau automobile insurance company 
was being formed—in 1934—the Co-operative Association 
contributed $10,000 of the funds necessary to provide the 
initial capital for that organization. Later, after the Insur- 
ance Company was well established, the funds were returned. 

Before the Federal Government began its movement to 
encourage the electrification of the farms of the country, 
through the Rural Electrification Administration, the Co- 
operative Association, together with the Indiana Farm 
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Bureau had already secured the enactment of legislation 
enabling co-operative Rural Electric Membership corpora- 
tions to be organized in the state. Within two weeks after 
the Rural Electrification Administration was established, the 
Statewide Rural Electric Membership Corporation was in- 
corporated by the Co-operative Association to help promote 
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and develop the electrification movement. The Association 
agreed to advance all the funds needed to finance the activi- 
ties of the Corporation until the local units were organized 
and able to repay their organization costs. At one time the 
Association had $78,000 invested in this work; it was all re- 
paid, however, by 1940. This financial support made it 
possible for Indiana to take immediate advantage of the gov- 
ernment program. It is at least partially responsible for the 
fact that the percentage of Indiana farms having electric 
power has been increased from about 12% to nearly 65% in 
the short space of five years. 
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A third service for whose development the Co-operative 
Association has been chiefly responsible is that of co-opera- 
tive banking. During the bank crisis of 1932 and 1933 many 
of the county associations suffered heavily, and the state asso- 
ciation only narrowly missed losing a large share of its work- 
ing capital in banks that failed. The organization immedi- 
ately began to take an interest in developing a co-operative 
banking system so that the various co-operatives in the state 
could have control of their own funds. The annual meeting 
in March, 1933, adopted a resolution recommending that the 
Association organize a “‘central co-operative bank to serve co- 
operative associations, credit unions, and their members. 
During the next year the management studied the problems 
involved in organizing a bank. Then, in 1934, the Association 
purchased the charter of a bank at Vernon, Indiana, with the 
thought in mind of using it as a foundation for a co-operative 
bank. In the meantime, however, Congress had passed some 
new legislation which proved to be a partial solution to the 
credit problems of the organization. The Farm Credit Act 
of 1933 provided for two sets of banks to aid agriculture. 
Production Credit Associations were authorized to make 
short-time production loans directly to farmers; and Banks 
for Co-operatives were authorized to supply credit to agri- 
cultural co-operatives. When these organizations began to 
operate they side-tracked the interest of the Co-operative 
Association in immediately organizing its own banking facili- 
ties. Accordingly, for several years nothing further was 
done toward establishing a co-operative bank. 

The annual meeting in 1938, however, instructed the 
management to renew its study of the subject. A year later, 
in May, 1939, the Association acquired control of the Citi- 
zens’ State Bank of Beech Grove, Indiana, at a cost of $37,- 
500. Since then the bank has been reorganized on a co- 
operative basis. It is owned by 61 credit unions, retail and 
wholesale co-operatives, and other non-profit associations in 
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the state. These participants have assumed all but $12,500 
of the original investment made in the bank by the Co-opera- 
tive Association. 

The most extensive and expensive enterprise which the 
Co-operative Association has sponsored outside its own field 
has been the Indiana Grain Co-operative, organized in 1938. 
Ever since 1920, the Farm Bureau movement had been seek- 
ing a successful system for marketing grain—particularly 
wheat. One after another, various pools and marketing asso- 
ciations were tried, but none of them succeeded. In 1938 the 
current grain marketing organization was the Indiana Grain 
Growers, Inc. It was about to fail when the Co-operative As- 
sociation went to its aid. The General Manager reported in 
1939 that: 


One of the problems which had caused difficulties had 
been the excessive charges for warehousing which it (In- 
diana Grain Growers) was required to pay. A study of the 
evidence showed that contributions made for fees and 
rentals in seven years’ time had amounted to more than 
twice the value of the million-bushel terminal. 

The terminal referred to is one the Indiana Grain Growers 
had been using. It is located north of Beech Grove and south- 
east of Indianapolis, Indiana. When the Co-operative Asso- 
ciation learned of this condition, it purchased the grain 
terminal for $200,000. A new marketing organization, the 
Indiana Grain Co-operative, was set up to take over the 
terminal and operate it for the benefit of its members. Own- 
ership of the Grain Co-operative was vested in county Farm 
Bureau co-operative associations and other local co-operative 
elevators which wished to participate. To put the new or- 
ganization on a firm working basis, the Co-operative Asso- 
ciation made a further investment of $68,000 in an addition 
to the grain terminal and $40,000 in working capital— 
making a total investment of over $300,000 in the Indiana 
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Grain Co-operative. Mr. Hull was able to submit the follow- 
ing report concerning this enterprise in March, 1940. 


At the present basis of operation, the grain corporation 
will be able to save enough money in two or three years 
time to pay for the facilities which it uses. It is a significant 
reminder of the fact that throughout the years we have 
paid for the facilities over and over again while owned by 
private enterprises and that the bringing together of your 
own money and the purchase of your own handling facili- 
ties has now placed this business in your own control and 
the services will now belong to the people who market the 


grain. 

Three years later these facilities had paid for themselves. 
The Indiana Grain Co-operative had in addition been able 
to acquire like facilities at Louisville. 

The most recent project which the Association has spon- 
sored is the publication of the Farm News—a monthly farm 
newspaper published jointly by local county co-operatives 
and the state office. The paper is designed to serve the mem- 
bers of all the various co-operative enterprises in the state. 
To meet local needs, there is a separate issue for each county. 
All the co-operatives in a county are urged to subscribe to the 
paper for all their members. 

A typical county is likely to have not only a Farm Bureau 
Co-operative Association, but also an R.E.M.C., a co-opera- 
tive creamery, perhaps a co-operative elevator or other organ- 
ization. If all of them subscribe for their members, the paper 
will probably be going to nearly every farm home in the 
county. While the News is a local paper it is also a state 
paper. It is edited and published in a central office. And 
all the issues for any month carry the same state-wide news 
and information. 

Publication was begun in 1940 in seventeen counties, but 
the paper was found to have such a marked effect in increas- 
ing co-operative support that it was quickly taken up by 
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other counties. The annual meeting in 1942 said, in one of 
its resolutions, that: ‘‘Yardsticks of sales increases indicate 
that the Farm News is an effective instrument for building 
our co-operative organizations through creating an under- 
standing of co-operative principles and objectives. We would 
recommend the extension of this program to every county 
in the state.” By the end of 1943 sixty-one counties were co- 
operating in the publication of the Farm News, and the 
paper was going into more than 125,000 farm homes. 

The fourth and final development of major importance 
during this period is found in the more or less complete 
triumph of the general philosophy and theory of co-operation 
among the rank-and-file membership of the organization. 

The policies of financial management and democratic con- 
- trol which are a part of the general theory of consumers’ 
co-operation had already been rather faithfully applied by 
the Co-operative Association before 1933. The account of 
their adoption is a part of the story discussed in Chapter IV. 
There were two points, however, at which the outlook of the 
movement in 1933 still deviated substantially from that of 
the Rochdale co-operative movement in general. 

First, an attitude of exclusiveness and antagonism toward 
those who did not support the movement dominated the 
thinking of the membership long after 1927. This attitude 
was responsible for the organization’s policy of trying to 
exclude from its benefits those farmers who were not mem- 
bers of the Farm Bureau. It was a barrier to the realization 
of a genuine farmers’ purchasing movement. 

Second, the movement had developed no definite economic 
philosophy up to 1933. Most of its friends had thought of 
the movement chiefly as a means of squeezing some of the 
profit out of the cost of their farm supplies. 

So long as the Farm Bureau organization owned and con- 
trolled the Purchasing Department it was natural that the 
benefits of the purchasing program should be restricted to 
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those who were Farm Bureau members. In fact, the dominant 
motive behind the purchasing program up to 1927 had been 
to gain members for the Farm Bureau Federation by provid- 
ing some tangible demonstration of the benefits of being a 
member. ‘The reorganization of the Department on an inde- 
pendent basis, however, set the stage for a gradual change 
in this policy. It was a slow change, however; in fact, the 
record shows that membership policy was one issue on which 
partisan feeling was very strong. In 1927, when the Co-opera- 
tive Association Board was formulating the plans for the 
new county associations it voted to include in their by-laws 


the provision that only farmers who were members of the | 


Indiana Farm Bureau Federation could hold their common 
stock. 

- Several influences helped to break down the policy of limit- 
ing membership and benefits. One of the first of these came 
from the Federal Internal Revenue Code. The corporation 
income tax law provided certain exemptions for co-operative 
organizations. However, the law specified that in order for a 
co-operative to qualify for the exemption, its “. . . non-mem- 
ber patrons must be treated the same as members insofar as 
the distribution of patronage dividends is concerned . . .” 
In other words, earnings had to be refunded on a strict 
patronage basis. This meant that in order to claim the ex- 
emption an association had to do one of two things: it could 
pay cash refunds to non-members for whatever patronage 
they furnished; or, it could set up credits to the non-members 
for their patronage earnings until the accumulation was 
large enough to equal the value of a share of-stock. An asso- 
ciation which tried to comply with the law was placed in a 
dilemma: it had to make cash refunds to non-members— 
and thereby let them share the cash savings of the co-opera- 
tive; or, it had to issue them stock—and thereby make them 
members whether or not they belonged to the Farm Bureau. 
In either case an organization would be prevented from dis- 


bi cei tit ae 


ee ee Sey 


a ih eee tie AS BS ts 


THE CO-OP COMES OF AGE 79 


criminating against non-members. As far back as 1929 the at- 
torney for the organization had advised the county associ- 
ations that they should begin to distribute their stock as 
widely as possible among the farmers to safeguard the right 
to exemption from the Federal income tax. Suggestions of 
this kind helped to discourage the old policy of discrimina- 
tion. 

The same general trends of thought which had led to 
more loyal support of the Association after 1927 also had 
their influence in discouraging a continuation of the former 
antagonisms. When the county associations began to emerge 
as successful organizations, the hardships of their early 
struggles faded into the background. The future possibilities 
lay ahead. ‘The more support the organizations could culti- 
vate the brighter their future prospects became. Conse- 
quently, some of the counties soon began to permit all 
farmers to join the local association regardless of whether or 
not they were Farm Bureau members. This gave the entire 
organization an opportunity to observe what would happen 
if the old restrictions were abandoned. After a time it seemed 
that this practice did not harm the Farm Bureau itself as 
many had believed it would. In fact, some of the leaders had 
concluded, by 1933, that the counties issuing stock without 
regard to Farm Bureau membership were getting along better 
than the others. This view gradually spread throughout the 
organization. 

The influence of time itself reinforced the other factors 
that were tending to liberalize the membership policy. Mem- 
bership in the Farm Bureau has to be renewed every year. 
Consequently, many farmers are members of the Farm 
Bureau only once, or at best, only a part of the time. Many 
such farmers were admitted into county co-operative asso- 
ciations while their Farm Bureau membership was active. 
When they later ceased to be members, however, there was 
no way by which their stock in the co-operative could be 
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taken up and their membership cancelled. Therefore, the 
tendency has been toward the principle: Once a co-operative 
member, always a member. . 

In the latter part of 1933 the Association Board concluded 
that the policy of membership restriction should be aban- 
doned and recommended to those counties which had not 
already done so that they remove from their by-laws the 
requirement that stockholders must be Farm Bureau mem- 
bers. ‘This action on the part of the Board marked the cul- 
mination of the transition which had been taking place in 
the attitude of the whole organization toward the policy of 
membership restriction. ‘The Board’s decision brought the 
co-operative purchasing system in the state one step closer to 
complete conformity with the Rochdale principles of co- 
operation. The fact that over 100,000 of the 185,000 farmers 
in Indiana hold either full or partial memberships in the 
various county co-operative associations shows that the move- 
ment.is approaching close to its goal of becoming a genuine 
farmers’ movement. 

The economic theory and philosophy of the movement 
was also changing during the period which we are discussing. 
Prior to 1933, as already suggested, the purchasing movement 
had developed no definite economic philosophy. Thinking 
along these lines had not matured. After 1933, however, the 
pressure of circumstances and the spirit of the times led the 
farmers, along with other groups in society, to think more 
about economic reform. During this period, therefore, a 
good deal was said in the councils of the Co-operative Asso- 
ciation about the possibilities of co-operatives as instruments 
of economic reform. Those in the movement had, by now, 
begun to see rather clearly the fundamental differences be- 
tween the co-operative and the private-profit ways of carrying 
on business. Moreover, their experience had convinced them 
of the soundness of the co-operative way. These views were 
summarized in a resolution adopted by the Board of Direc- 
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tors of the Co-operative Association during 1934. It read, in 
part: 


RESOLVED FURTHER, That this Association views 
with pride its part, in co-operation with other Indiana 
Farm Bureau organizations, in facilitating the use of In- 
diana Farm products and their distribution; in bringing 
necessary and useful commodities and services to Indiana 
farmers; and by co-operative methods in producing in- 
creased returns and reduced net costs; and we hereby de- 
clare it to be the policy of this Association, as fast as may 
be, to support only co-operative methods in supplying 
commodities and services, including financial service of 
any kind or character; and we invite all agricultural 
groups in Indiana to co-operate with us to the end that 
Indiana agriculture, taken co-operatively, may be a finan- 
cial power in this State, rather than the supplier of funds 
for every exploiting capitalistic device. 


The ideas expressed in this resolution suggest that those 
in the organization were beginning to think of the co-opera- 
tive program as an economic system rather than as merely a 
purchasing organization. That this view was not confined to 
the officers of the Association was indicated a year later when 
the members, at the annual meeting in 1935, adopted the 
following resolution reflecting their interpretation of the 
significance of the co-operative system. 


The results of agricultural co-operation in more than a 
decade of actual operation conclusively demonstrate: 

1. That co-operative distribution spreads its savings 
among a number of participants instead of creating exces- 
sive profits for a few individuals and retains in the com- 
munity all the earnings commonly charged for service. 

2. Co-operative business distributes to its patrons ac- 
cumulated savings. 

3. Distribution of earnings among people with large 
wants but small buying power adds to the buying power 
of the community. 

4. Increased buying power means increased demand for 
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goods and services as well as increased opportunities for 
all business in the community. 

We invite the attention of merchants generally to these 
incontrovertible truths and solicit their support of a 
rational co-operative development as an important part of 
their community building program. 


Points 3 and 4 of this resolution state very definitely the 
belief of the’ membership that co-operative purchasing is 
much more significant than a mere business institution could 
be. The members were interpreting its importance not only 
in terms of its commercial achievements but also in terms of 
its influence, as they saw it, on the general economic life of 
the community. Co-operative purchasing was becoming, in 
their eyes, a potent force for economic reform, a means for 
bringing about a more democratic economic system. 

The period since 1933 has been one of growth for the Co- 
operative Association. It has grown in size; its volume of 
business has grown; the range and scope of its services have 
grown; it has grown in power and influence. 

In 1933 the organization had a net worth of only $361,400; 
by the end of 1939 its net worth had grown to $1,050,900; 
at the end of 1943 it stood at $3,599,393. In 1933 the Asso- 
ciation handled only $2,218,000 worth of merchandise; in 
1939, however, its volume of business was almost $6,000,000. 
By 1941 the annual volume had increased to over $9,000,000, 
and for 1943 it was $12,600,000. During the years which con- 
stitute this period the Association has extended the range of 
its services by developing several new ones: Poultry Depart- 
ment, Implement Department, Building Supplies Depart- 
ment, Truck and Marine Transportation Division, and Farm 
News. Furthermore, the Association has expanded the scope 
of some of its older services either by manufacturing its own 
products or by joining with the co-operatives of neighboring 
states to manufacture them. As a result of this policy of work- 
ing with the co-operatives of other states the Association has 
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also been able to bring products to the farmers through co- 
operative channels which it could not have developed by 
itself. The Association has rendered a further important 
service by organizing or helping to finance a number of other 
enterprises which serve the farmers: e.g., the rural electri- 
fication movement and the Indiana Grain Co-op. 

Finally, the Association has, since 1933, grown to a pdsition 
of considerable power and influence. In 1927 the organization 
was regarded as a “freak” by the business world. It could 
hardly find anyone who would enter into a contract with it. 
By 1939, on the other hand, the Association, together with its 
affiliates, had become a dominant factor in the farm supply 
business. It had grown to be the largest distributor of farm 
supplies in Indiana serving over half of the farmers in the 
State. 


CHAPTER VI 


Co-operation Breaks the Fertilizer 
Monopoly 


he story of the co-operative purchase of fertilizer in 

Indiana is one which has been told over and over in farm 
circles. Co-operative purchasing is the oldest of the present 
major co-operative activities of the Indiana Farm Bureau 
Co-operative Association. In fact the first activity of its prede- 
cessor—the Federated Marketing Service—was the purchase 
of fertilizer. The story of fertilizer is of particular interest be- 
cause it was in the handling of this commodity that some of 
the valuable lessons of the organization were learned and 
some of its techniques developed. Moreover, in this field co- 
operative purchasing first came face to face with the hard 
realities of the commercial world. 

We take up our story in the year 1920. Before going on 
from there, however, we need to focus our attention briefly 
on three phases of the situation existing at that time. One of 
these is the part which fertilizer was playing in the thinking 
of Hoosier farmers. Another is the condition of the fertilizer 
industry in 1920. Finally, we should consider the price con- 
ditions prevailing in the field at the time. 

In 1920, as today, fertilizer was an important raw material 
for Indiana agriculture. Since 1910 there had been a more or 
less steady increase in the annual consumption of fertilizer in 
the state. In only one year between 1910 and 1914 did the 
amount used fail to exceed that of any previous years. From 
1915 to 1917 there was a sharp slump in the tonnage sold in 
the state. Then, in 1918 the wartime pressure for greater and 
greater production of foodstuffs sent the consumption of 
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fertilizer skyrocketing to a point 11% higher than in the 
previous peak year. Over 244,000 tons were used in the state 
that year. The consumption in 1919 was only a little under 
that figure, and in 1920 nearly 232,000 tons were used. 

If we break these figures down we may get a more realistic 
picture of their importance to the individual farmer. In 1920 
the average Indiana farm contained 102.68 acres and used 
1.13 tons of fertilizer. ‘The prices published for 1920 ran from 
around $40.00 per ton to $60.00 or more depending on the 
analysis. Based on a standard analysis—2-12-2—a close esti- 
mate of the cost of fertilizer to the average farm in 1920 would 
be between $55.00 and $60.00. Since there are always many 
farmers who use no fertilizer, and many farms smaller than 
the average, this means that the larger and the more progessive 
farms were using from one ton of fertilizer up to perhaps four 
or more tons. The cost, consequently, ranged from the $55.00 
average upward to $200.00 or more for many farmers. 

The expenditures indicated by these figures would perhaps 
not have been large enough to cause much concern if they 
had been spread out over the year. Fertilizer expenditures, 
however, must be made in lump sums at the time of the 
planting season. Corn and wheat are the heavily fertilized 
crops in Indiana. Therefore, while the average expenditure 
would be divided between the spring and fall planting sea- 
sons, a specific farmer would be likely to have his require- 
ment concentrated in one or the other of the seasons, depend- 
ing on whether he raised more corn or more wheat. 

Conditions prevailing in the fertilizer industry in 1920 
help to explain the developments which came during the fol- 
lowing years. A great deal of information concerning the 
industry, both before and after 1920, was made available 
to the public by the Federal Trade Commission in an ex- 
tensive investigation made in 1923. For a number of years 
prior to 1920 the fertilizer business had been established on 
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a fairly stable basis. The industry was dominated by the 
“Big Six”—six fertilizer companies accounting for about 
60% of the total tonnage of the country. Prices throughout 
the industry were generally uniform. The companies selling 
in the northern states usually followed the price leadership 
of the American Agricultural Chemical Company, known to 
the trade as the A. A. C. 

While the industry had been fairly well stabilized dur- 
ing the war and immediate pre-war years, this may be at- 
tributed largely to two temporary factors. First, consump- 
tion was increasing rather steadily during this period. Sec- 
ond, government regulations during the war period kept 
prices and production under some centralized control. These 
temporary factors served to obscure certain undesirable trade 
practices which had grown up in the industry and had come 
to be generally accepted there. These practices were critl- 
cized by the Federal Trade Commission as early as 1916. 
After its investigation that year, it called attention to the 
expensive distributing methods of the major companies. 
Since the same criticisms were repeated in 1923, they should 
apply also to the immediate post-war years. 

The distributing methods of the major companies were 
essentially the same. The main feature of their selling sys- 
tems were as follows: 


1. Fertilizer was universally distributed on a consign- 
ment basis. Dealers in the various communities acted as 
local agents. 

2. The local agents were paid on a commission basis. 
10% was the accepted rate of commission. Sometimes, 
however, the following clause was added: ‘In event you 
sell our fertilizer at prices in excess of our consumer’s 
base prices, such overage is to be allowed you as an addi- 
tional compensation.’ 

3. Sales on credit were almost the universally accepted 
practice. This meant that prices had to be set to include 
a suitable allowance to cover credit costs. Moreover, the 
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general use of credit placed an additional cost upon those 
who paid cash for their fertilizer. 


These selling practices, however much sanction long use 
may have given them, forced the farmers to bear several 
burdens that were not especially necessary. Use of the agent 
system meant that each local community had to support a 
representative of each fertilizer producer. The more com- 
petitors, therefore, the higher the rate of commission each 
had to get in order to receive a respectable income. But, on 
the other hand, if there were only one or two concerns rep- 
resented in a particular locality, the agents were likely to 
charge more than the established price and thereby add to 
their own income. The widespread use of credit caused the 
additional costs that credit business usually entails. ‘The 
sumy and substance of the matter was that the costs resulting 
from these various practices made the established companies 
vulnerable to the competition of any agency which could 
market fertilizer without the costs of salesmanship and credit 
incurred by the old-line companies. This condition formed 
an opening for the co-operatives when they entered the pic- 
ture. 

The price situation in 1920 with respect to fertilizer was 
for the most part similar to the general agricultural price 
situation. Prices of farm products were declining during the 
year. With his purchasing power seriously reduced, the 
farmer had either to buy at proportionately lower prices or 
not buy at all. In 1920, however, prices of fertilizer did not 
fall. The quotations in some localities in the autumn were, 
on the contrary, $6.00 to $10.00 higher than the spring 
prices. 

This failure of fertilizer prices to fall as farm prices fell 
naturally caused resentment as well as apprehension among 
the farmers. It soon led some farmers to demand that some- 
thing be done to lower the prices of their supplies. In some 
communities they voted to use no fertilizer until prices 
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came down. In other sections they pooled their orders and 
sought to get lower prices by bargaining. These local ef- 
forts were, however, limited in their effectiveness. They 
were too sporadic, isolated, and disorganized to be very 
potent or permanent. The Federation itself did not go any 
further in 1920 than to canvass several manufacturers in an 
effort to arrange for discounts to its members. 

When spring prices were published for 1921, they were 
only about 10% lower than the 1920 prices had been. The 
price of 2-12-2—a standard analysis—was listed at $48.25. 
An 0-10-10 was priced at $55.75. 16% acid phosphate was 
listed at $34.00. After the large companies had published 
their prices the Bureau of Soils of the Department of Agri- 
culture notified them that their published prices were en- 
tirely out of line with the cost of fertilizer raw materials. 

Since farm prices had continued their downward move- 
ment into the year 1921 the farmers were in no mood to 
pay high prices for fertilizer. A Federation meeting in South 
Bend, for example, turned spontaneously into a protest meet- 
ing on fertilizer prices. This sentiment among the farmers 
led the newly organized Federated Marketing Service to 
direct its attention immediately to fertilizer purchasing. The 
Marketing Service began the season with a supply of 4,000 
tons of mixed fertilizer available. Arrangements had also 
been made to secure a high analysis acid phosphate from the 
Anaconda interests in Montana. The supply of mixed fer- 
tilizer was soon gone. When the Service tried to replenish its 
supply its troubles began. All the manufacturers refused to 
sell. Despite the action of the manufacturers, the Federated 
Marketing Service had by April 10, 1921, supplied 6,000 
tons of fertilizer besides 18 cars of raw materials for home 
mixing purposes. 

In the middle of the season the Marketing Service found 
itself blacklisted by the major fertilizer producers. ‘They all 
refused to sell to it. It is reported that one manufacturer 
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expressed his position by announcing that he would not sell 
to “any bunch of scab farmers.” What was actually hap- 
pening came to light several years later when the Federal 
Trade Commission completed its 1923 investigation of the 
fertilizer industry. Concerning the actions of the mid-west- 
ern fertilizer distributors during the spring of 1921, we get 
rather definite information. From the Commission’s report 
we learn that in March, 1921, a meeting of all the mid- 
western fertilizer manufacturers was held at Cincinnati. Its 
purpose was to “stabilize” prices. Repeated undercutting 
on all sides had carried prices to levels as much as $10.00 
below the original lists. At the meeting it was “‘understood”’ 
by all present that no further prices would be quoted to the 
farmers’ organizations except as the local agents might see 
fit to do so. A week or so later, at another meeting, this 
time at Columbus, Ohio, the same group decided that in- 
stead of refusing outright to deal with the co-operatives, 
they would make the following proposition: ‘The Farm Bu- 
reaus of Indiana, Ohio, and Michigan should show their 
ability to control the purchasing power of all the farmers 
in those states before the manufacturers would consider 
wrecking their sales organizations. Such evidence was, of 
course, impossible. The co-operatives could control only a 
small minority of the farmers. 

The Marketing Service was able to get enough fertilizer 
from smaller concerns so that it could distribute a total of 
6,000 tons during the season. The price situation had 
changed so rapidly, however, that acid phosphate, originally 
priced at $34.00 by the trade, had fallen to about $15.00. 
The Service had arranged to furnish the same analysis for 
$20.00. Near the end of the season the Hoosier Farmer car- 
ried a report stating that “the Farm Bureaus are standing 
by the contract price of $20.00, showing the stuff of which 
our Indiana farmers are made by standing by the smaller 
companies who were willing to sell to the farmers through 


, FERTILIZER MONOPOLY 91 


the Service on a live-and-let-live price earlier in the sea- 
son.” 

In the fall of 1921 the Marketing Service, working with 
the Ohio Farm Bureau, was instrumental in having several 
thousand tons of fertilizer shipped into Ohio and Indiana 
by the Southern Agricultural Chemical Company of 
Georgia. This maneuver caused consternation among the 
mid-western concerns. According to the Federal Trade Com- 
mission report, the local manager for the A.A.C. Co., wrote 
his New York office that, ‘““The Southern Agricultural Chem- 
ical Company is a concern that has to be reckoned with 
and if they are not, they certainly will wreck the concerns 
doing business in the west. They have delivered thousands 
of tons in the State of Indiana to the Federated Marketing 
Service.” 

In 1922 the situation was about the same as in 1921. The 
Marketing Service was able to secure enough fertilizer to 
break the price schedules of the leading companies. In ad- 
dition a considerable emphasis was placed on home-mixed 
fertilizer. 1922 final prices were therefore lower than the 
1921 prices had been. 

There is no doubt that the fertilizer industry was in a 
particularly difficult situation in 1921. In anticipation of a 
normal demand, the larger producers had purchased their 
raw materials during 1920 before the downward trend of 
business became apparent. At the same time, the serious 
decline of agricultural prices had both greatly impaired the 
farmers’ purchasing power and removed their incentive to 
increase production. As a result, the stage was set for a good 
deal of competition among the manufacturers to avoid being 
left with a large hold-over. ‘The fact that raw material prices 
had fallen gave them further incentive to dispose of their 
holdings before the lower material prices became effective 
in forcing down the prices of finished goods. A triple 
threat faced the manufacturers: first, declining raw material 
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prices meant that inventory values would also decline; sec- 
ond, the collapse of farm prices threatened to reduce the 
demand for fertilizer; third, decreased demand would mean 
surplus production capacity and high fixed costs. Falling 
raw material prices, high inventories, declining demand, 
over-expanded plants—these market factors made a decline 
in fertilizer prices. practically inevitable. 

These conditions made the type of competition used by 
the Federated Marketing Service particularly effective. The 
methods used by the Marketing Service might very well be 
compared to those used in guerilla warfare. Its chief inter- 
est lay in securing fertilizer for its patrons at the lowest pos- 
sible prices. But, since it had no independent source of sup- 
ply, its only course was to harass the established distributors 
by every means available in order to force them to furnish 
fertilizer at lower prices. 

Three methods were used with good effect. One of these 
was to buy at wholesale prices from one of the fertilizer 
producers and then distribute to the farmers. By direct deal- 
ing, car door delivery, and cash settlement the Federated 
Marketing Service was able to do this and still underbid the 
agents of the old-line companies in many cases. This fact 
led the manufacturers to seek an agreement whereby none 
of them would quote wholesale prices to the Farm Bureau 
organizations. Perhaps equally important was the practice 
of promoting the home mixing of fertilizer materials dur- 
ing 1921 and 1922. As a weapon against the fertilizer indus- 
try this was especially effective. The manufacturers had to 
have their supply made up before the season opened. The 
farmers could, by obtaining the materials in the market and 
mixing them at home, not only save the manufacturers’ cost 
and selling margin but, at the same time, they could cut the 
demand from under the fertilizer market. This would force 
each manufacturer either to make special concessions to 
move his goods or run the risk of being the one left to hold 
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the inevitable carryover. The third method was used less 
extensively than the other two. During the spring season in 
1921 the Federated Marketing Service arranged for the pur- 
chase of acid phosphate from the Anaconda mining interests 
in Montana, The most spectacular use of this scheme came 
in the fall of 1921 when the fertilizer shipments were 
brought from Georgia. 

Fertilizer prices fell precipitously between 1920 and 1923. 
Every analysis was from $20.00 to $25.00 per ton cheaper 
in 1923 than in 1920. A great deal has been said and written 
in farm circles about who deserves the credit for these great 
price reductions. The farm purchasing organizations have 
been inclined to take unto themselves most of the credit for 
the declines. There may be some question, however, as to 
just how far their claims are justified. That prices fell there 
can be no doubt. That the co-operative purchasing was par- 
tially responsible there can be no doubt! That the co-oper- 
atives were wholly, or even chiefly, responsible does not 
necessarily follow. We need to analyze what happened a 
little more carefully before making a conclusion. 

We have already observed that the fertilizer industry was 
in an unstable condition at the beginning of 1921. Large 
inventories had been accumulated at high value and then 
raw material prices had subsequently fallen; farm prices had 
. gone down, and with them went effective farm demand for 
fertilizer. It is doubtful if anything short of complete mo- 
nopoly or government control could have kept fertilizer 
prices from breaking in the face of these conditions. If prices 
had stayed up a considerable portion of the remaining mar- 
ket would have been sacrificed. Even those who could have 
paid the high price would not, because the prospective value 
of their crops was too low to jusify such action. It is clearly 
unjustifiable, therefore, to claim that the Farm Bureau pur- 
chasing activities were wholly responsible for the collapse of 
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fertilizer prices. Prices would undoubtedly have gone down 
anyway. 

Judging, however, from what happened at the time, and 
in the light of information subsequently made public by 
the Federal Trade Commission’s investigation of the fertil- 
izer industry, it is not at all improper to conclude that the 
co-operative purchasing did have a very definite influence 
on the rate and extent of the price decline during the two 
chaotic years—1921 and 1922. The influence of the Feder- 
ated Marketing Service made itself felt in two distinct ways. 
At the beginning of each of the fertilizer seasons—particu- 
larly in 1921—the Service aggravated the unstable market 
conditions by offering fertilizer at prices considerably below 
the published schedules of the major producers. Even 
though the amount of tonnage available through the Service 
was small in each case, the state-wide publicity resulting from 
its activities encouraged many farmers to postpone their 
purchases in the belief that all prices would decline. By thus 
undercutting the prices of the major producers the Fed- 
erated Marketing Service was instrumental in starting the 
price declines. Instead of being able to offset low prices at 
the end of the season by high prices at the beginning, the 
manufacturers were forced to make price concessions at the 
very beginning of the season in order to counteract the 
psychological effect of lower Federated Marketing Service 
prices. Once price cutting began, however, it tended to de- 
velop into a cut-throat affair—each company trying to get 
a slight advantage over its competitors in order to move as 
much as possible of its stock. 

The second impact of the Federated Marketing Service 
program is best seen in the spring and fall of 1921. The 
fertilizer manufacturers tried desperately to stabilize the 
market and end the price competition among themselves. 
In order to do so they had to deal with the Farm Bureau 
purchasing. Hence, the repeated efforts to cut off the whole- 
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sale supply of the co-operative groups. In the fall of 1921 
the stabilization of the Indiana market was disrupted by the 
importation of fertilizer from Georgia. During both 1921 
and 1922 the Marketing Service was responsible for the use 
of large amounts of home-mixed fertilizer. By first one de- 
vice and then another the Marketing Service prevented any 
effective ‘“‘stabilization”’ of fertilizer prices. 

The combined effect of these two accomplishments, when 
pushed relentlessly, was to keep prices going down. 

The history of the fertilizer purchasing activities up to 
1923 is not the story of a co-operative business program but 
rather a record of continual warfare. A business program 
implies permanency, reasonable stability, fairly cordial re- 
lations with customers and suppliers. Ihe Federated Mar- 
keting Service activities embodied none of these business 
features. It operated on an opportunistic, hand-to-mouth 
basis; one month it would buy fertilizer from an Indian- 
apolis manufacturer, the next or even the same month it 
would ship a consignment from Georgia or Montana; it 
might at the same time also obtain several cars of raw ma- 
terials destined to be mixed at home by the users. The cus- 
tomers of the Service were not held to it by any particular 
bond. While its prices were lower it was very popular, but 
if its competitors had lower prices, the customers vanished. 

The Federated Marketing Service was in a perplexing 
dilemma during these years. It did not have a dependable, 
and yet suitable, source of supply that would permit it to 
think in terms of permanent, stable development. Promot- 
ing home-mixed fertilizer could not be a permanent thing— 
it involved too much inconvenience for the farmer. Ship- 
ping fertilizer from other regions was uneconomical and im- 
practical as anything except a temporary expedient. Up to 
this time the only alternative the organization had was to 
buy at wholesale from some company and then compete with 
it for the market. ‘This was a good way to reduce prices, but 
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a poor way to retain a friendly supply source. Even though 
the Federation sold at the published price, the savings, when 
- refunded to the members, encouraged others to buy from it 
the next season. The only way for the competing company 
to deal with this situation was to give secret rebates to offset 
the prospective refunds to Federation patrons. So long as 
the Federated Marketing Service had to operate on such a 
catch-as-catch-can basis there was little prospect of its fer- 
tilizer program being anything but a perpetual guerilla war- 
fare significant chiefly as a thorn in the flesh of the old-line 
fertilizer manufacturers and distributors. This dilemma of 
the organization underlines the importance of the subse- 
quent events to the permanent development of the fertilizer 
purchasing program. 

The dilemma in which the Marketing Service found it- 
self during the two years it had been operating was finally 
ended in 1923 by the “wedding” of the Farm Bureau pur- 
chasing agencies of Indiana, Ohio, and Michigan with the 
Tennessee Copper and Chemical Company. It so happened, 
at about this time, that this company, a copper mining and 
smelting concern in eastern Tennessee, was faced with a 
serious problem in disposing of the sulphuric acid by-prod- 
uct from its copper smelters. In the past the firm had dis- 
posed of the sulphur by releasing it into the atmosphere 
through high stacks. When the gases killed all vegetation 
for miles around, the Tennessee government ordered them 
confined. ‘They were subsequently converted into sulphuric 
acid and dumped into the streams at the rate of 1,000 tons 
a day. The Federal Government, however, soon ordered a 
stop to this practice. At this time the commercial sulphuric 
acid market was already overburdened with surplus acid left 
from wartime production. As a consequence, the ‘output of 
the ‘Tennessee Copper and Chemical Company was of little 
value as a commercial by-product. This brings us to the link 
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between the Tennessee Company and the farm organiza- 
tions. . 
Sulphuric acid is an important element in the manufacture 
of fertilizer, because acid phosphate, the largest ingredient 
in most fertilizers, is made by treating raw phosphate rock 
with sulphuric acid. It takes 1,000 pounds of sulphuric acid 
and 1,200 pounds of rock to make 2,000 pounds, or one ton, 
of 20% superphosphate. The Tennessee Copper and Chem- 
ical Company, with 1,000 tons a day of by-product sulphuric 
acid which had previously been dumped, would naturally 
have a considerable advantage, in the production of super- 
phosphate, over any company which had to buy sulphuric 
acid in the market or smelt it from sulphur ores. No mat- 
ter how low the price of sulphuric acid was, the Tennessee 
Company would still be in an advantageous position so far 
as the manufacture of phosphates was concerned: the cost 
of disposing of the acid in any other way would have been 
a dead loss. The other elements that go into a complete fer- 
tilizer—nitrogen and potash—are purchased from various 
sources at prices usually determined by general market con- 
ditions so that one producer is about on a par with all others 
in securing them. Nitrogen for fertilizer may be obtained 
from any of several sources, all of which are subject to sup- 
ply and demand factors having little relation to the fertil- 
izer industry in the United States. Potash used in the Mid- 
dle West all comes from the same source of supply in New 
Mexico; therefore, the price is the same to all fertilizer pro- 
ducers in a given area. It is on the production of phosphate, 
therefore, that successful fertilizer production depends. And 
the possession of ample and low cost supplies of sulphuric 
acid is the key to the economical production of phosphates. 
It was this fact that placed the Tennessee Copper and Chem- 
ical Company in a strategic position to manufacture fertil- 
izer. By manufacturing fertilizer, the company would be 
able to convert its by-product sulphuric acid into a salable 
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product. However favorably it might be situated for manu- 
facturing, though, the company was in no position to market 
its product. It had no distribution system to match those 
of the other fertilizer manufacturers. 

Here were two organizations having complementary sets 
of problems. The farm organizations of Indiana and neigh- 
boring states were striving to distribute fertilizer on a co- 
operative basis to their members, but they had not been able 
to secure any stable, dependable, advantageous source of 
supply. At the same time the Tennessee Copper and Chem- 
ical Company was faced with the necessity of disposing of 
a by-product which was one of the chief essentials in the 
manufacture of fertilizer and which could be converted from 
a heavy liability only by putting it in some merchandis- 
able form. The Tennessee Copper and Chemical Company 
had a large volume of sulphuric acid, but it had no fertilizer 
plants, no sales agency, and no market. The Farm Bureau 
had a sales agency, it had demand, and consequently, a mar- 
ket. Each had what the other needed; the stage was set for 
the developments which soon came to pass. 

The Farm Bureaus of Indiana, Ohio, and Michigan had 
already collaborated from time to time on the problems of 
fertilizer purchasing. Ohio and Indiana had worked together 
in 1921 in securing fertilizer from Georgia. The purchasing 
organizations of the three states now joined in an agreement 
between themselves on the one hand and the Tennessee Cop- 
per and Chemical Company on the other. This agreement 
marked the beginning of real fertilizer business for the Fed- 
erated Marketing Service. The contract which was drawn 
provided that the Tennessee Company should either acquire 
or build the plants necessary to manufacture fertilizer for 
the Farm Bureaus of the three co-operating states. The Farm 
Bureaus, in turn, agreed to organize the farmers to buy the 
fertilizer. Both agreed that the price should never be higher 
than the price published by the leading companies. The 
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savings effected by large-scale manufacture and direct dis- 
tribution were to go to the purchasers as patronage refunds. 
The distribution of fertilizer under this contract began in 
the fall of 1923. 

The arrangement with the Tennessee Corporation com- 
pletely changed the outlook of the Purchasing Department. 
Up to that time it had of necessity been more interested in 
breaking fertilizer price levels than building a business 
agency. So long as the organization had had to obtain its 
fertilizer supply on a more or less hand-to-mouth basis it was 
more advantageous to operate on a brokerage basis without 
too much direct responsibility. But, with the obligation to 
dispose of the output of the ‘Tennessee Company came the 
necessity of thinking in terms of greater permanency, and 
greater effectiveness in securing a substantial share of the 
fertilizer tonnage of the state. In line with this new situa- 
tion we find the Purchasing Department, in the spring of 
1924, proposing a system of distribution designed to elim- 
inate all unnecessary distribution expenses, duplicating 
freight hauls and: profiteering, to standardize quality and 
analysis, and raise the average analysis—in short, to organ- 
ize fertilizer purchasing as a state-wide unit and thereby 
minimize the cost of distribution. — 

Beginning in 1924 the Tennessee Corporation supplied 
the entire volume of mixed fertilizers for the organizations 
of the three states named. The years following 1924 up to 
1929 saw the consolidation of the fertilizer department as a 
permanent, successful part of the Co-operative Association. 
During these years the annual tonnage handled by the Asso- 
ciation steadily increased. From 13,250 tons in 1924 the 
volume rose, by 1929, to 43,944 tons. 

The growth of business in the fertilizer department did 
not come without a struggle. Throughout this period there 
was a continual fight between the Purchasing Department 
and the Co-operative Association on the one hand and the 
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old-line companies on the other. In 1924 the companies were 
offering a “patronage refund’ in some sections. In other 
communities the agents would advise the local units not to 
place their orders with the state pool; delay would handicap 
the pool or keep the local group from sharing in it until 
too late. In 1926 one farmer wrote to the Purchasing De- 
partment asking for the refund of his purchase of the season. 
The brand named by him was not handled by the Depart- 
ment; the poor fellow had been misled into believing that 
he would be entitled to a refund through the Federation. 

As the 1927 spring season opened, reports were spread 
abroad that the competitors of the Association had divided 
the state into districts in each of which one company was to 
assume the responsibility and expense of breaking the co- 
operative price, in a united campaign to destroy the Co-oper- 
ative Association. A representative of the Tennessee Cor- 
poration expressed the view that the fertilizer companies 
not supplying co-operatives were jealous of the growth of 
the fertilizer business of the co-operatives and were making 
a desperate attempt to cripple them for all time. Some of - 
the methods being used to this end, he reported, were local 
price cutting, bribes to Farm Bureau distributors, time pay- 
ment plans, etc. It was reported on “good authority” 
that discounts as high as 28% and 30% were going to be 
offered in the expectation that the Farm Bureau tonnage 
would be reduced by 50% Members of the Board of Di-— 
rectors reported during the season that actual discounts of 
as much as $9.00 a ton were being offered in various local- 
ities. When the season ended, however, the co-operative 
tonnage stood at 34,000 tons or an increase of 8,000 tons 
over the year before. 

The work of the Fertilizer Department from 1924 to 
1929 is significant in a different way than were the activ- 
ities from 1921 through 1923. The organization was no 
longer forced to rely on the hit-and-run tactics of guerilla 
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warfare. One of the major contributions of the period lay 
in the successful building of an integrated channel for get- 
ting fertilizer to the farmers under co-operative supervision 
and control. From the factory, where the fertilizer was mixed 
according to the specifications of the Association, to the 
farmer, fertilizer was moved without having to depend on 
the wishes or whims of any outside agency. ‘This set-up pro- 
vided the necessary assurance that a uniform quality and a 
dependable quantity of fertilizer would be available. It put 
the Association in a position where it could go out and make 
a vigorous effort to sell the farmers on the desirability of 
co-operative purchasing without fear of being unable to de- 
liver the merchandise when the time came. It insured a 
large enough supply so that competitors could not ignore 
the Association if its prices were lower than theirs; its sup- 
ply would not be exhausted before their market could be 
ruined. 

A second major contribution is found in the volume of 
business built up during the period. By 1929 the Association 
had pushed its share of the state fertilizer tonnage up to 
nearly 20% of total sold. So large a percentage of the total 
volume put the Co-operative in a position where it could 
impress the desires of the farmer upon the fertilizer industry 
operating in the state. All these points may be summed up 
by saying that this period saw the Fertilizer Department 
grow into a large, efficient, competitive business. In 1929 it 
distributed over 40,000 tons of fertilizer in the state, or 
17.5% of the total consumption. Its efficiency during this 
period is demonstrated by its ability to compete successfully 
with the old-line distributors of fertilizer in this area. Dur- 
ing the period from 1921 to 1929 the leading manufacturers, 
by their own admission, lost money at an alarming rate. 
Five companies showed losses in excess of $100,000,000 in 
four years of operation after 1920. Chas. J. Brand, secre- 
tary of the National Fertilizer Association, reported in 1928 
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that the total losses of the industry in seven years had 
amounted to $225,000,000. During the same period the 
Co-operative sold its fertilizer at the same prices as its com- 
petitors. Yet, every season it accumulated a surplus large 
enough to permit a substantial refund to the purchasers of 
Farm Bureau fertilizer. These refunds were regularly about 
$3.00 per ton. In 1927—-generally considered a fairly normal 
year—five leading fertilizer companies had _ substantial 
losses. The Indiana Farm Bureau Co-operative Association 
in the same year distributed slightly under 34,000 tons of 
fertilizer and made subsequent patronage refunds of $111,- 
209713 

The most respected contribution of a Co-operative is its 
ability to secure large cash savings to its members. To prove 
that the Co-operative Association saved so many dollars for 
its patrons between 1924 and 1929 is difficult, perhaps im- 
possible. To do so one would have to make an exhaustive 
investigation of price and cost relationships that is beyond 
the scope of this study. We may, however, get some fairly 
definite indications as to the actual cash savings effected by 
the Association. 

The dollars and cents benefits from the operation of a 
Rochdale co-operative may be derived in either of two 
ways. Ihe patrons of such a co-operative receive as a refund 
whatever the organization is able to save between the price 
charged for the merchandise and the final cost of handling 
the merchandise, as determined at the close of each fiscal 
period. If the original sale price was that prevailing in the 
field, then whatever refund is made represents a pure and 
simple cash saving to the patrons of the co-operatives. It is 
not hard to determine this benefit. The Co-operative Asso- 
ciation did sell at the prevailing competitive price level in 
the state. The cost of its merchandise, under its contract 
with the Tennessee Company, was determined by those pre- 
vailing prices. The Co-operative Association did make re- 
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funds to its patrons during these years. Therefore, it did pro- 
vide dollars and cents savings to those who were its patrons. 
From 1924 to 1929 the Association distributed refunds on 
fertilizer to the county associations to the total value of 
$526,028.01, or, on the average, $2.97 for each ton distrib- 
uted during these years. 

The other manner in which cash benefits from a co-oper- 
ative may be derived is less tangible. Its results are less 
definite and therefore harder to ascertain. They derive from 
the influence of the co-operative on the prevailing level of 
prices. If a co-operative consistently pays large refunds to 
its patrons it will rapidly draw to itself a substantial volume 
of the business. In order to prevent the loss of their volume, 
the competitors of the co-operative may be forced to re- 
duce their profit margins and lower their selling prices. As 
the general price level falls, the margin of savings and hence 
the patronage refund of the co-operative will thereby be re- 
duced. If and when this happens it will appear that smaller 
benefits are being provided by the organization when, in 
reality, the benefits to the patrons are still the same and, in 
addition, the benefits of the co-operative’s influence have 
been extended also to all those enjoying the lower prices 
—whether they be members or non-members, patrons or 
non-patrons, friends or enemies of the co-operative. 

It is hard to determine the benefit deriving from this in- 
fluence of a co-operative. It cannot, as already suggested, be 
done without an extensive preliminary study of the price 
and cost relationships prevailing in the particular field. It 
is beyond the scope of this study to make an exhaustive study 
of the factors affecting the fertilizer market since 1920. How- 
ever, sufficient data have been secured to permit some sug- 
gestive comparisons between the trend of fertilizer prices 
in Indiana and those outside the state. The data for the en- 
tire period, 1920 to 1940, are presented and discussed later 
in the chapter. 
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The vicissitudes of the years 1930-1940 gave the Fertilizer 
Department ample occasion to demonstrate whether or not 
it had really achieved a secure place for itself in its field. 
They were years of severe testing, but, withal, years of 
growth and progress. 

The depression was the dominant fact in the affairs of 
the Department—as, indeed, it was of the whole Association 
—during the first half of the decade. The events of the de- 
pression years had several effects—direct and indirect—on 
the policies and program of the Department. Beginning in 
1930, and becoming severe by 1931, there was a drop in the 
tonnage of fertilizer handled through the Association. From 
a tonnage of 43,944 in 1929 the volume fell by 1931 to 
30,996 tons. Then, in 1932 it plunged down to 16,265 tons 
—only a little above the tonnage handled eight years before, 
in 1924. This sudden terrific drop was not confined to the 
fertilizer tonnage of the Farm Bureau; it was common to the 
whole trade. In fact, in 1932, the percentage of the total 
tonnage in the state handled through the Co-operative As- 
sociation was higher than it had ever been before—20.2%. 

This collapse in the volume of the Department had two 
immediate repercussions. In the first place, it impressed 
upon the mind of the management the fact that a mistake 
had been made in previous years by paying out as cash re- 
funds practically all the savings made. The practice of doing 
so had made it difficult to secure capital for the expanding 
needs of the business. It had a part, therefore, in influencing 
the Association to change its dividend policy in order to 
safeguard the building of a capital structure more adequate 
to the size of the business. Since 1932 it has been the policy 
of the Association to distribute all or nearly all the fertilizer 
refunds in the form of stock rather than cash. The cash rep- 
resented by these refunds was then retained in the business 
for use as operating capital. 

The tonnage reduction, together with general depression 
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conditions, was responsible, in the second place, for a sig- 
nificant change in the contract between the Farm Bureaus 
and the Tennessee Corporation. Heretofore, the Farm Bu- 
reaus had had no part in the manufacturing side of the busi- 
ness. ‘he cost of fertilizer to them was determined by de- 
ducting a fixed handling commission from the prevailing 
selling price as set by the five major competing producers. 
As prices were pushed lower and lower during the depres- 
sion, the Tennessee Corporation had, under the old con- 
tract, to stand the shrinkage in profits—or loss if it meant 
loss. In 1931, in view of the radical change in market con- 
ditions, a new contract was negotiated. Its terms marked a 
new departure in the program of the Department. The 
_ change opened to them for the first time an opportunity to 
enter the manufacturing end of the fertilizer business. Un- 
der the new contract, the participating Farm Bureaus and 
the ‘Tennessee Corporation were to share the profits of man- 
ufacturing half and half. Farm Bureau fertilizer was still 
to be sold at the prices published by the other producers; 
the county co-operative was to get a definite per cent off 
those prices as a handling charge. The surplus—or loss—re- 
maining after manufacturing costs had been deducted was to 
be shared equally by the Tennessee Corporation and the 
Co-operatives—provided, however, that losses were to be 
shared by the Co-operative Association only to the extent 
that they could be charged against subsequent, profits. ‘This 
contract later came to be known as a “Participating Con- 
tract’ since for the first time it gave to the users of a prod- 
uct the opportunity to share in the management of its pro- 
duction and to divide the profits resulting therefrom be- 
tween the owners of the business and the users of the 
product. The contract contained a secondary provision 
which also had considerable potential importance in itself. 
One clause gave the co-operatives an option to buy the pro- 
duction facilities of the Tennessee Corporation simply by 
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letting their fifty per cent of the profits accumulate with the 
company. This contract set the pattern for similar con- 
tracts which were later used in other departments of the As- 
sociation. Mr. Hull, in his report to the Annual Meeting in 
March, 1932, pointed out its real significance in these words: 


For the first time in history, producers and consumers 
are to participate as partners on an equal basis, dividing 
the profits of an industry and giving to the consumers an 
option to buy the industry and pay for it out of the profits 
produced by the industry. 


Even though this new contract was the result of the pres- 
sure of depression conditions the Co-operative’s leaders saw 
it as a step forward in the development of the Fertilizer De- 
partment and the entire Association. 

A third change in the position of the Fertilizer Depart- 
ment after 1930 came as an indirect result of the two that 
have just been described. The struggle that had been car- 
ried on more or less continuously between the Fertilizer De- 
partment and the old-line companies was gradually replaced 
by a live-and-let-live policy which has generally prevailed 
since 1931. That year was the last in which its competitors 
sought to cripple the Fertilizer Department by secret price 
cutting. Since that time the Co-operative Association and 
the old-line companies have worked together in a fairly 
amicable manner. This weakening of the conflict between 
the Association and its competitors may be attributed partly 
to the softening influence of time, and partly to the fact that 
the Farm Bureau share in the state tonnage has been fairly 
stable—even declining some since 1932. More tangible 
reasons are suggested, however, by the change in the patron- 
age refund policy and by the new contract with the Tennessee 
Corporation. 

Patronage refunds paid in cash had always tended to have 
some of the same effects on competition that price cutting 
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would have; namely, encourage competitors to cut their 
prices either openly or secretly. This was particularly true 
during the latter 1920’s when the Department had made 
it a regular practice to pay an 8% refund. After the new 
dividend policy was adopted patronage refunds were distrib- 
uted largely in the form of a stock equity in the Associa- 
tion’s assets instead of in cash. Such refunds did not partake 
so much of the nature of price rebates and, therefore, did 
not provide the same powerful inducement for competitors 
to undercut their published price schedules. The effect of 
this change in refund policy was bolstered by a similar 
change that the county associations were putting into effect 
at the same time. They were also issuing more of their re- 
funds in the form of stock. Moreover, they were beginning 
to give each patron the refund on his total patronage for 
the year in one lump sum instead of paying a separate re- 
fund on each commodity. Each of these policies tended to 
obscure the portion of the annual refund which was earned 
on any one commodity. The refunds consequently made less 
impression on the purchasers of a particular commodity than 
had hitherto been the case. 

Undercutting of the published price schedules had been 
particularly obnoxious to the Co-operative when it was done 
surreptitiously—as it usually was. Under the original con- 
tract with the Tennessee Corporation, the co-operatives 
were to sell at the prices published by the trade. The fertil- 
izer was then to be supplied by the Tennessee Corporation 
at a discount fixed as a percentage of that selling price. If 
competitors sold below their published prices it meant that 
the Co-operative had to do one of three things: (1) lose the 
trade; (2) reduce its price and absorb the reduction out of 
its handling margin; or (3) make an investigation of the 
situation and obtain such evidence of a bona-fide price re- 
duction as would be acceptable to the Tennessee Company. 
Each of these alternatives was undesirable. The first two 
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would have penalized the Association; the third was prac- 
tically impossible. ‘The Minutes of the Board of Directors 
show that nearly every season during these years the Asso- 
ciation petitioned the Tennessee Corporation for an extra 
allowance to offset price cuts. | 

Under the new contract, however, the cost of fertilizer to 
the Association had no hard and fast relation to the selling 
price. Moreover, the contract provided a means for making 
adjustments to meet local price conditions. It was no longer 
possible, therefore, for surreptitious price cutting by com- 
petitors to force the Co-operative Association into the di- 
lemma it had formerly faced. It could lower its prices to 
meet the reduction without any other effect than reducing 
the amount subsequently available for refunds on the fer- 
tilizer sold. So long as production costs for Farm Bureau 
fertilizer were as low as, or lower than, those of competing 
brands, the Association had nothing to fear from price re- 
ductions initiated by its competitors. Therefore, the com- 
petitors were less inclined than formerly to introduce price- 
cutting as a competitive device. 

The latter part of the decade—between 1935 and 1940— 
has brought about developments as important to the Fertil- 
izer Department as any that had occurred before. By 1935 
the Department had pretty well recovered from the depres- 
sion. It had regained most of the tonnage volume lost in 
1932 and 1933. Its new contract with the Tennessee Cor- 
poration was beginning to yield substantial amounts of 
profit. After 1935, however, new trends and new develop- 
ments came into the picture which led to a climax in 1939 
when the Co-operative Association decided to begin the 
manufacture of its own fertilizer. 

After the participating contract with the Tennessee Cor- 
poration was negotiated in 1931 the Co-operative Associa- 
tion began to look toward the day when it could own its 
own fertilizer plants. The optional purchase clause in that 
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contract provided a means by which the Association—to- 
gether with the organizations in Ohio and Michigan—could 
take over the plants of the Tennessee Corporation. During 
the worst years of the depression, however, market condi- 
tions were so unstable that any effort to take over the plants 
was discouraged. By 1935 conditions were improved suf- 
ficiently so that the Association began making plans to buy 
the Tennessee factories—located at Lockland, Ohio, (near 
Cincinnati) and New Albany, Indiana. While the plans were 
still in the formative stage, however, the great flood of 1936 
occurred. It inundated the New Albany plant and caused 
over $100,000 damage. The Association management im- 
mediately concluded that the plant was a bad investment 
and decided not to go ahead with the plans. Arrangements 
to acquire manufacturing facilities were consequently post- 
poned. 

In the meantime an important change was taking place 
in the general methods of fertilizer distribution as a result 
of the growth of truck transportation. Fertilizer had tradi- 
tionally been handled by railroad freight from the factory 
to a local agent’s warehouse and from there to the farm. 
After 1934, however, more and more fertilizer was trucked 
direct from factory to farm. The cost of railroad freight, 
plus the cost of local warehousing, plus the cost of delivery 
to the farm was, in most cases, greater by $1.00 or $1.50 a 
ton that the cost of trucking. The volume of fertilizer 
transported by trucks soon became so large that it began to 
change the competitive relationship of different types of 
fertilizer manufacturing establishments. So long as the bulk 
of fertilizer was shipped by rail, large centralized factories 
were more economical because they could operate with less 
overhead cost and still move their product out to the con- 
suming areas. The advent of trucking changed this, however. 
Trucking was more convenient and more economical where 
the necessary trucks were available. The fact that livestock 
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hauling had already been taken over almost entirely by 
trucks helped to furnish trucks for fertilizer hauling. Where- 
ever there was a terminal livestock market there were nearly 
always truckers anxious to get a load of merchandise for their 
return trip to the country. Therefore, any fertilizer plant 
that was near a terminal livestock market had a considerable 
advantage, within the area served by that market, over any 
plant outside the area. 

The Co-operative Association was definitely handicapped 
by the changing conditions because its source of supply was 
concentrated near the southeast corner of the state. It could 
furnish fertilizer to the adjacent portion of the state very 
satisfactorily by truck, but to the remainder of the state its 
product had to move by rail. Producers located closer to 
other parts of the state could be reached more conveniently 
by truckers. As early as 1932 this situation began to cause 
spotted price conditions over the state, and the organization 
had to devise a price plan based on the prevailing price in 
each local community. : 

As truck transportation became a more and more impor- 
tant factor in the industry the Association found itself at a 
greater and greater disadvantage. Between 1933 and 1938 the 
proportion of Farm Bureau fertilizer moved by truck in- 
creased from 25% to 50%. During the same period the 
Farm Bureau’s share in the total fertilizer sales for the state 
declined from about 18% to 14%. It was lower in 1938 than 
it had been in any year since 1927. 

An analysis of the Association’s business indicated that the 
location of its plants was chiefly responsible for the relative 
decline in volume. In those counties which were within 
trucking distance of the Tennessee Corporation plants at 
Cincinnati and New Albany the Association found that it 
was supplying as high as 40% of the total tonnage. On the 
other hand its share of the tonnage in the central and north- 
ern counties of the state had either declined or remained 
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static. The net result was a lower average for the entire 
state. ; 

In 1938, the Association definitely decided that the time 
had come to acquire its own fertilizer manufacturing facili- 
ties. Iwo distinct factors contributed to the decision. First, 
the Association realized that it had to devise some means for 
meeting the requirements of truck distribution. This called 
for a decentralized. manufacturing program, with small or 
medium-sized units distributed over the state. Second, the 
management had become convinced that it could manufac- 
ture fertilizer cheaper than the Tennessee Corporation was 
willing to supply it. This conviction was based on informa- 
tion concerning the experience of co-operatives in New York 
and Virginia which were already producing their own ferti- 
lizers. 

After its plans were worked out, the Association took them 
to the county associations in a bid for their financial support 
for a manufacturing program. As a result, a hundred thou- 
sand dollars worth of preferred stock was quickly sold. Con- 
sequently, the management proceeded to carry out its plans. 
First, an effort was made to purchase the manufacturing 
plants of some of the Association’s competitors. Because no 
agreement could be reached on them, arrangements were 
completed, during 1939, for the construction of two fertilizer 
plants. One of.these, built in co-operation with the Ohio 
Farm Bureau Co-operative, is located near Cincinnati. ‘The 
other is at Indianapolis. Both were completed in time to 
start production for the spring season of 1940. A third plant 
was constructed near Hammond, Indiana, during 1940. 
The three plants now make Farm Bureau fertilizer available 
to every county in the state. 

The Co-operative Association was well satisfied with the 
outcome of its first season’s experience in the fertilizer manu- 
facturing field. In fact, construction of the plant at Ham- 
mond was not begun until the results of the 1940 spring sea- 
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son were known. These resylts indicate that the savings to 
the Department, resulting from its manufacturing oper- 
ations, will be several times larger than the savings which it 
received from the Tennessee Corporation. Substantial 
amounts were saved on management and plant investment 
costs, in addition to the savings that were made possible on 
freight by having the plants closer to the points where the 
fertilizer is used. The results of the first season at the 
Indianapolis plant indicate also that the Association will 
rapidly regain its former share of the total tonnage used in 
Indiana. In fact, some of the Association officials in the 
Fertilizer Department are predicting that within the space of 
two or three years the Farm Bureau will be distributing 25% 
of the total fertilizer used in Indiana. 

The contributions or achievements made by the Fertilizer 
Department since 1930 reinforce those it had already made. 
Before 1930 the Association had established itself as a major 
factor in the fertilizer industry of the state. It had given the 
farmers an important measure of control over the distribu- 
tion of fertilizer. 

The Co-operative Association had not, however, been 
accepted as a part of the fertilizer industry in 1930. We have 
already seen how bitter the competition was between the 
Association and its competitors. After 1930, however, condi- 
tions changed so that the Association was accepted as a part 
of the industry, or at least as a necessary evil. This new rela- 
tionship made the position of the Association more secure. 

The more important achievement of the period, however, 
is represented by the manufacturing program launched in 
1939. The decentralization of its source of supply put the 
organization in a position to lower the cost of transporting 
its fertilizer to the farmer by about $1.00 per ton. Ownership 
of its own plants permitted the Association to reduce the 
overhead cost of plant investment by about $1.00 per ton. 
It also eliminated the high charges for management over- 
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head which fertilizer manufacturers have customarily in- 
cluded in their costs. 

The decision of the Association to manufacture its own 
fertilizer represents the latest of its various efforts to increase 
the savings to its members. We have already seen that be- 
fore 1930 the organization had consistently paid large cash 
refunds on fertilizer. After 1930, however, the depression 
caused a substantial reduction in fertilizer savings. Whereas 
savings and refunds had been almost $3.00 per ton before 
1930, they were less than $1.00 per ton between 1933 and 
1940. Even the smaller savings were refunded in stock rather | 
than cash. The direct cash or stock benefits of the Fertilizer 
Department were, during these years, considerably reduced 
from what had formerly been expected. However, after 
the new plants came into full production the savings jumped 
up again in 1941 and 1942 to $2.00 or $3.00 per ton. 

Since fertilizer prices in Indiana usually range between 
$25.00 and $35.00 per ton it is apparent that the savings 
made by the Association frequently amount to 10% or more 
of the purchase price paid by the farmer. Whether the farm- 
ers get these funds in cash or in stock they are in either case 
effecting a very worthwhile saving for themselves. Needless 
to say, these savings constitute a contribution of major im- 
portance to the members of the Association and its local 
affiliates—and thereby to Indiana agriculture. 

Earlier in this chapter we pointed out that the cash bene- 
fits of a co-operative are not confined to the patronage re- 
funds which it pays to its patrons. If a co-operative handles 
an important portion of the business in its field the policy 
of refunding all savings to the patrons is likely to force its 
competitors to lower their prices. The refunds of the co- 
operative will be smaller after prices have declined but that 
does not necessarily mean that the benefits are smaller. It 
may only mean that all consumers of the product share the 
benefits—not the patrons of the co-operative alone. 
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The writer has sought to secure sufficient data to indicate 
whether the operations of the Co-operative Association have 
had any effect on the level of fertilizer prices in Indiana. 
While it is difficult—perhaps impossible—to draw definite 
conclusions, the available data do suggest that the Association 
has had a noticeable effect on price levels. 

In order to get price comparisons that are not subject to 
limitations which make them of dubious value one has to be 
content with comparisons between Indiana and some of her 
neighboring states. Moreover, instead of trying to use aver- 
ages it seems better to compare specific analyses. If the price 
of a specific analysis is consistently lower in one state than in 
the adjacent state some factor apart from the fertilizer itself 
must be responsible. 

‘Transportation costs are the only factor that should make 
a difference in fertilizer costs between adjacent states such as 
Indiana, Illinois, and Kentucky. Since the phosphates which 
go into fertilizers have to move from Georgia and Florida 
the tendency is for costs to be higher as the distance north 
and west increases. But, this does not amount to more than a 


TABLE 1 


Fai Prices oF 2-12-6 FERTILIZER IN INDIANA, ILLINOIS, AND KENTUCKY 


Year Indiana* Illinois* Kentucky** 
1940 $25.90 $31.40 $29.70 
1939 29.60 31.40 30.40 
1938 28.55 30.80 oka ia"s 
1937 31.80 33.20 33.48 
1936 31.90 33.00 ds 
1935 30.80 CEA 

1934 33.00 Soh. 

1933 31.50 34.50 

1932 32.84 mK AYES) Regt 4 
1931 34.80 35.00 36.12 


en 


*Data from the files of the Indiana Farm Bureau Co-operative Association. , 
i ied Mon from J. D. Turner, College of Agriculture, University of Kentucky, Lexington, 
entucky. 
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few cents per ton from one state to the next. Nitrates and 
potash cost about the same at any point in the mid-west. 
Comparison of the prices of a few specific analyses between 
Indiana on one hand, and Kentucky and Illinois on the 
other, reveal differences in price much too great to be ex- 
plained by differences in transportation cost. ‘Table 1 shows 
a comparison of prices on a 2-12-6 fertilizer between Indiana 
and Illinois for the fall season of the years 1931 to 1940. 
Data for Kentucky are included for four of these years. 
Table 2 shows the same type of comparison between Indiana 


TABLE 2 


Prices or 4-10-6 FERTILIZER IN INDIANA AND KENTUCKY 


Year Indiana* Kentucky** 
1940 $29.63 $31.90 
1939 31.80 ay 
1938 31.35 33.40 
1937 33.60 36.40 
1936 33.28 33.65 
1935 32.67 34.69 
1934 35.20 34.50 
1933 rer aw: 34.06 


* Data from the files of the Indiana Farm Bureau Co-operative Association. ( 
‘ aa ei from J. D. Turner, College of Agriculture, University of Kentucky, Lexington, 
entucky. 


and Kentucky for a 4-10-6 analysis. Since neither Kentucky 
nor Illinois has ever developed a co-operative fertilizer pur- 
chasing program, the substantial differences in price revealed 
by the data in these Tables would, it seems, show the effect 
which co-operative purchasing has had on prices in Indiana. 
In some years there has been comparatively little difference 
in price among the three states, in other years the difference 
has been large. The latter was true in 1940. It was in that 
year that the Association brought the full weight of its new 
plants to bear on fertilizer prices in the state. The sharp 
drop shown in the tables was the result. Beginning in 1941, 
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however, the Association set its prices somewhat above rock- 
bottom levels. The economics of manufacture have therefore 
served to increase the refunds to fertilizer purchasers during 
the last two years rather than to keep the price down. 
Table 3 shows a comparison of the prices for the 1940 
fall season on two typical analyses. In order to broaden the 
basis of comparison, prices for five states are included in the 


TABLE 3* 


Fatt Prices or 2-12-6 anp 0-20-0 FERTILIZERS FOR 1940 1n INDIANA AND 
SURROUNDING STATES 


State 2-12-6 0-20-0 
Kentucky $29.70 $24.10 
Illinois 31.40 26.60 
Indiana 25.90 23.30 
Michigan 26.20 23.60 
Ohio 25.60 23.00 


* Data from files of Indiana Farm Bureau Co-operative Association. 


Table. Indiana, Ohio, and Michigan have strong co-operative 
purchasing organizations. Kentucky and Illinois have none. 
The differences in price between the states which have well- 
developed co-operative purchasing organizations and those 
which do not, tend to confirm the indication seen in Tables 
1 and 2 that the price differential between Indiana, on one 
hand, and Kentucky and Illinois, on the other, is the effect 
of co-operative purchasing. 

The data presented in these Tables seem to give a reason- 
ably fair indication of the trends of fertilizer prices in the 
three states. Since the prices of various fertilizer analyses 
usually have about the same relation to one another, any 
difference in price between two states on a particular analysis 
is likely to be typical of the differences in price for all other 
analyses. This indicates, therefore, that, in most of the years 
since 1930 at least, the prices of all fertilizers in Indiana 
(allowing for a reasonable margin of error) have been lower 
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by from $1.00 to $5.00 or more per ton (depending on the 
analysis) than the prices of similar fertilizers in Kentucky 
and Illinois. Since Indiana farmers use 200,000 or more tons 
of fertilizer a year these price differences mean that the 
annual cost of fertilizer to the farmers of the state has been 
around a half million dollars less than it would be if they 
had to pay the same prices as Illinois and Kentucky farmers. 
Since its influence is apparently the only factor which can 
account for these important savings, the Association should, 
it seems, receive the credit for having made them possible. 
This achievement represents a direct contribution of the 
Fertilizer Department to all of Indiana agriculture. 


CHAPTER VII 


Hatching a Healthy Poultry Industry 


ne of the most dramatic—and important—of all the 
C) services developed by the Co-operative Association 
has been that of the hatchery program. This is one of the 
younger departments in point of age—going back only to 
1933—-but its record reveals a succession of problems over- 
come and contributions achieved that might well make the 
older departments envious. 

The failure of a co-operative egg marketing program fur- 
nished the stimulus which later led to the hatchery program. 
For several years prior to 1932 efforts had been made to or- 
ganize egg marketing co-operatives in the state so that the 
Indiana farmers might be able to share in the favorable 
markets provided by the eastern consuming centers. The 
sponsors of the movement soon discovered, however, that 
Indiana eggs could not be sold in eastern markets to any 
advantage. They did not have the quality or uniformity 
necessary for effective competition in these markets against 
west coast egg producers. ‘These producers were able to hold 
the best markets and still get premium prices despite the fact 
that they had to buy most of their feed from the Middle 
West and then ship their eggs all the way across the con- 
tinent. 

Soon after the discouraging experience with these egg co- 
operatives, several Farm Bureau officials made a trip through 
the western states to investigate methods by which the poul- 
try raisers there had managed to build up their system of 
poultry production and egg marketing. What they found 
soon explained the failure of the Indiana co-operative egg 
marketing program. They saw a well organized system of 

118 


HATCHING A HEALTHY POULTRY INDUSTRY 119 


production, feeding, and marketing which was designed to 
provide a large and stable volume of uniform, high-quality 
eggs. The key to the system was the fact that each major 
poultry producing community raised only one or two breeds 
of chickens. Scientific feeding—in order to produce the type 
of egg desired by the eastern market—coupled with co-opera- 
tive grading and shipping, completed the system. When 
they had become acquainted with the methods used in the 
west the Farm Bureau leaders immediately saw that Indiana 
producers could not hope to compete with the California 
producers so long as every community in the state raised all 
kinds of chickens which laid all kinds of eggs. In other words 
it became apparent that successful egg marketing requires 
something more than organized egg marketing. Before egg 
marketing could be successful, there had to be the right kind 
of eggs. The right kind of eggs depended on the use of the 
right kind of chickens. ‘There was no doubt here that the 
chicken came before the egg. 

Those who were acquainted with these facts decided that 
the key to the situation would be a co-operative hatchery 
program. Such a program, properly planned and carried out, 
would provide the foundation for a successful co-operative 
poultry and egg marketing system by developing the neces- 
sary uniformity in breeding stock. However, when the man- 
agement focused its attention on the prospects for success in 
a co-operative hatchery program, new problems came to the 
front. 

The hatchery business is a specialty in itself, and has its 
own peculiar problems. Chief among these is the problem of 
producing healthy chickens. Everyone recognized that it was 
dangerous for a co-operative to engage in the hatchery 
business. If chicks of poor quality should be distributed, even 
though this event were accidental it would cause a great deal 
of dissatisfaction and ill will. In view of conditions in In- 
diana at the time, this was a particularly serious danger. 
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During the preceding decade the poultry population of In- 
diana and neighboring states had become thoroughly infested 
with various destructive diseases. The two most important 
of there were pullorum and range paralysis. 

Pullorum disease causes particularly heavy losses among 
young chicks, but also lowers the vitality and decreases the 
productivity of mature birds. It is credited with 95% of the 
death losses in baby chicks. Studies made in different sec- 
tions of the state by county agricultural agents had revealed 
that 25% of all chicks hatched died within three weeks from 
pullorum -disease. Paralysis, unlike pullorum, develops 
slowly, and, therefore, causes its greatest losses during the 
mature life of the birds. It is charged with from 14 to 34 
of the death losses among mature chickens. By the time the 
real nature of the disease was understood it had already be- 
come a serious menace to the poultry industry. Between the 
years 1920 and 1930 the mortality rate in flocks observed by 
the Ohio State Experiment station had increased from about 
10% to 25% or higher. 

The problems involved in controlling these diseases ac- 
count for their rapid spread and heavy losses. Both are in- 
fectious. Both are contagious. Both are hereditary. Neither 
can be cured. Pullorum infection can be detected by a blood 
test. ‘There is no way, however, of detecting paralysis except 
by lesions shown on post-mortem examination, and these do 
not appear until from 6 to 18 months after the bird is in- 
fected. During the decade of the 20’s both diseases had been 
spread far and wide among poultry flocks by the interchange 
of breeding stock and the commercial hatching of chicks. 
The hereditary and contagious character of the diseases per- 
mits them to spread either by contact or propagation. Since 
neither can be cured, the only way to eliminate the diseases 
is to dispose of diseased birds. In the case of pullorum in- 
fection this is inconvenient, but not impossible. Repeated 
blood testing and scrupulous sanitation will, after a time, rid 
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a flock of the disease. With paralysis, however, the problem 
is much more difficult. By the time the symptoms of the dis- 
ease appear the chances are that it has already spread 
throughout the flock. Consequently, the only way to over- 
come the disease is to dispose of the entire flock and get a 
new start from a flock which is known to be healthy. At 
that time, however, there was no way of knowing where to 
find healthy flocks. 

The first problem that had to be solved before a hatchery 
program could succeed was clearly defined. It was perfectly 
obvious that no chickens at all were better than chickens 
carrying pullorum and paralysis. Regardless of the care exer- 
cised by the purchaser, pullorum was certain to kill a large 
per cent of the baby chickens; paralysis would kill a large 
per cent of the mature chickens; either would ruin the pro- 
ductivity, and therefore the profitability, of the birds which 
did not die. Satisfaction to its patrons could never be at- 
tained under these circumstances. The Co-operative Asso- 
ciation would not dare undertake to produce and distribute 
chicks unless it could be sure they were disease-free. 

Convinced that a hatchery program was sufficiently impor- 
tant to justify every effort to make it possible, the manage- 
ment commissioned Mr. Thad Macy—an employee of the 
Association—to make an investigation and work out a plan, 
if possible, by which a disease-free hatchery program could 
be developed. Mr. Macy had been raising poultry for some 
time and consequently was already familiar with the disease 
problem. The plan, to be acceptable, had to accomplish two 
things: first, make it possible to produce chicks that carried 
no hereditary diseases; second, permit the development of 
breeding stock which could be used to improve the heredi- 
tary character of the flocks without at the same time intro- 
ducing diseases along with the improved blood. 

In his effort to devise a means of controlling the disease 
menace, Mr. Macy could not call on the experience of any 
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part of the hatchery industry in the United States. There 
were about 600 privately owned and operated hatcheries in 
Indiana, but not one of them had developed an effective 
program of disease control. Of all the hatcheries in the state 
in 1932, only one was securing hatching eggs from flocks that 
were known to be free of pullorum. Even this hatchery, how- 
ever, was mixing eggs from two such flocks with those from 
sixty-one flocks which were not pullorum-free. The situ- 
ation with respect to control of the paralysis scourge was 
even more deplorable. No effort whatever had been made 
by any hatchery in the state to eliminate or control this dis- 
ease in its baby chicks. Instead of conditions having been 
improved among the hatcheries, they had grown steadily 
worse despite repeated warnings from poultry experts of 
Purdue and of the State Livestock Sanitary Board urging the 
necessity for some program designed to clean up the poultry 
stock of the state. 

In 1932 the State Livestock Sanitary Board had perfected 
a plan for the elimination of pullorum disease. It called for 
the repeated blood testing of the birds in each individual 
flock. Every time the flock was tested, the birds which re- 
acted had to be removed. Finally, when the disease was 
under control in the flock, the Livestock Sanitary Board 
would certify the fact by giving to the flock a standardized 
rating. Flocks that passed one test with fewer than 5% of the 
birds reacting were entitled to a Grade B rating by the 
Board. Flocks passing two tests with no reactors were given 
a rating of Grade A. Despite the work of the Sanitary Board 
in promoting its control program, only three flocks in the 
state had been given a Grade A rating at the time Mr. Macy 
was making his investigation. 

So far as the control of paralysis was concerned, no control 
program whatever had been developed. Recognized poultry 
experts in the country did not agree on either the nature 
of the paralysis infection or the way it was spread. 
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The plan already utilized by the State Livestock Sanitary 
Board for eradication of pullorum formed the foundation 
for Mr. Macy’s method of pullorum disease control. By using 
hatching eggs from Grade A—pullorum-free—or Grade B 
flocks the Farm Bureau hatchery program could avoid most 
of the danger from that disease. For the control of paralysis, 
however, an entirely new and original plan had to be de- 
vised. Mr. Macy collaborated with Dr. L. P. Doyle, Purdue 
University poultry specialist, in developing such a plan. It 
embodied three main features: (1) a search for flocks that 
were free from paralysis; (2) the hatching of eggs from these 
flocks in incubators used for this purpose alone; (3) keeping 
a careful record of the chicks hatched from each producing 
flock so that any subsequent appearance of the disease could 
be traced back to its source and the offending flock elim- 
inated. Dr. Doyle and Mr. Macy were confident that a con- 
scientious application of these three steps would insure poul- 
try stock that was free from paralysis regardless of the means 
by which the disease was spread. | 

Thus far Mr. Macy’s commission was only half complete. 
In order to fulfill the two requirements set up by the man- 
agement, he had, in addition to insuring the production of 
disease-free chicks, to devise a means for improving the 
breeding stock supplying hatching eggs without at the same 
time introducing disease along with the improved blood. 
The danger here was chiefly one of transferring paralysis 
from one flock to another. Because of the long incubation 
period of the disease, it could be transferred to other flocks 
through either mature birds or baby chicks before its pres- 
ence in the first flock was known. This danger ruled out 
the possibility of introducing improved strains into Farm 
Bureau producing flocks from outside breeding farms. The 
only alternative was for the organization to maintain its own 
breeding farms on which it could improve its disease-free 
stock by selective breeding. This meant a special breeding 
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farm for each of the breeds of chickens the Association might 
wish to develop. 

There was still a danger in transferring improved blood 
from the central breeding farm into all the flocks producing 
hatching eggs. If the central flock should become infected 
with paralysis the disease might be transmitted to every other 
flock, through the transfer of breeding stock, before its pres- 
ence became known. A unique plan, devised to avoid this 
possibility, provided that only one flock at each local hatch- 
ery—called the local key flock—should be entirely replaced 
each year with chickens hatched from eggs from the central 
breeding farm. According to the plan, there would be a local 
key farm for each of the breeds being developed. ‘The sec- 
ond year, eggs from this local key flock would be hatched 
and used to replace about three of the producing flocks serv- 
ing that hatchery. Under this plan, from three to five years 
would elapse after any stock left the central breeding farm 
before it was introduced into all the flocks of that breed pro- 
ducing hatchery eggs. If the central flock should become in- 
fected with paralysis, this would become known, therefore, 
before any eggs produced from the diseased offspring were 
distributed to the producing flocks. In this case all that 
would have to be done to arrest the spread of the disease 
would be to eliminate each of the local key flocks as well as 
the central flock from further use. The central flock could 
then be re-established by taking chickens from one of the 
local producing flocks. In a case of this kind the central 
flock would, of course, be lost, but, since the producing 
flocks would be replaced every year with stock from the local 
key farm, the strain would be pure and the hereditary char- 
acteristics would be the same. | 

In the fall of 1932 Mr. Macy’s plans were presented to the 
managers of a number of county co-operatives near Indian- 
apolis. ‘They decided it would be wise to experiment with a 
co-operative hatchery at Indianapolis during the spring sea; 
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son of 1933. Mr. Macy was engaged to manage the under- 
taking, and he was instructed to begin an immediate search 
for flocks which could be used as a source of hatching eggs. 
He spent four months during the fall of 1932 driving over 
seven counties in central Indiana to inspect poultry flocks. 
Finally, he found forty flocks that, so far as he was able to 
determine, had no history of paralysis infection. When they 
were blood tested for pullorum, however, ten of the flocks 
were so highly infected that they had to be discarded. Sev- 
eral of the thirty flocks remaining had to be tested three 
times before they met the 5% reaction limit required by the 
Livestock Sanitary Board for a Grade B rating. One flock out 
of the 30 had no reactors to the blood test. It was later given 
a Grade A rating by the Livestock Sanitary Board. 

In the spring of 1933 the first chicks were hatched from 
the flocks that had been selected. Despite the fact that they 
were from ordinary, pure-bred, farm flocks—selected mainly 
for their freedom from disease—the results were gratifying. 
Even those in charge of the program had not anticipated the 
results that were actually reported at the end of the season in 
1933. Reports from 326 customers showed that fewer than 
2% of the chicks had died during the first two weeks of their 
lives. When compared with the average loss of 25% re- 
ported by county agricultural agents, this represented a great 
achievement. It meant that pullorum infection had been 
practically—if not entirely—eliminated as a cause of chick © 
mortality. Except for those hatched from three of the flocks, 
all the chicks were also as free from paralysis as Mr. Macy 
had expected. Shortly after the hatchery started, one flock 
whose eggs were being used developed the disease. The eggs 
from this flock were taken from the incubator and de- 
stroyed. Iwo other flocks later developed paralysis and 
were immediately discarded as sources of hatching eggs. 

The experience of the first season demonstrated beyond 
a doubt that the disease hazard to a co-operative hatchery 
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program could be overcome. The management of the Co- 
operative Association wanted therefore to carry on the work. 
With one problem out of the way, however, another rose to 
take its place. The hatchery operations had, from the finan- 
cial point of view, been a failure. It had been and would 
continue to be costly to find and test the necessary flocks. 
Careful records and constant inspection would be a perma- 
nent necessity. At the same time the Association was in no 
position to absorb heavy losses. Business was at its low point 
from the depression. It was necessary that a method of oper- 
ation be worked out which would be self-supporting and yet 
preserve the most scrupulous observance of the disease con- 
trol plan. In the other departments, financial success had 
been built on the autonomy and local responsibility of the 
county associations. Successful utilization of the disease con- 
trol plan could not be achieved, however, if each county 
were allowed to operate a hatchery as it saw fit. Some degree 
of supervision and control by the state association was neces- 
sary. How to preserve the democratic nature of the state- 
county relationship, and still permit the state association to 
exercise the necessary control over local hatcheries, became 
the next problem demanding solution. 

The solution was furnished by the experience of the Tri- 
County Farm Bureau Co-operative Association. This Asso- 
ciation together with some of the other county co-operatives 
had been experimenting with the hatchery business during 
the same time that the state association was working on the 
problem. The Tri-County Association, located in the Evans- 
ville district, developed and proved the plan of hatchery 
management which was later adopted by the hatchery pro- 
gram. In the summer of 1930, Tri-County worked out an 
arrangement with the Schenk Hatcheries, Inc., of Evansville, 
Indiana, whereby the two organizations co-operated in oper- 
ating a hatchery at Elberfeld. The agreement provided that 
Schenk Hatcheries, Inc., should furnish the incubators, man- 
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agement, advertising, etc., while the Tri-County Co-opera- 
tive Association was to furnish the labor and working capital 
needed to operate the hatchery. During two years of oper- 
ation this enterprise was profitable to both parties; therefore, 
in 1932 a second hatchery, under the same plan, was started 
at Mount Vernon. It also proved successful. 

In the fall of 1933 Mr. Hull called a meeting of all those 
working with, or interested in, Farm Bureau hatcheries. 
At this meeting, the partnership plan used by the Tri- 
County Farm Bureau Co-operative Association and Schenk 
Hatcheries, Inc., was described and discussed. At the close 
of the meeting a resolution was passed recommending to the 
Board of Directors of the Indiana Farm Bureau Co-operative 
Association that it consider setting up a similar plan. 

The recommendation was accepted. The plan, as adopted, 
called for a partnership arrangement between the state or- 
ganization and any county co-operative which desired to 
develop a hatchery program. The state association agreed 
to furnish the equipment, provide general supervision, 
conduct the education and advertising, and, most important, 
control the quality of the chickens hatched. The county co- 
operative association would furnish the money for operating 
capital, the necessary labor, and a building suitable for hous- 
ing the equipment and supplies. ‘The earnings, after all ex- 
penses of operation were paid, were to be divided equally 
between the state and the county associations. 

The first real test of the completed program came during 
the next hatching season—1933-34. In order to bring an 
experienced hatchery man into the organization, Mr. Joseph 
Schenk, the proprietor of Schenk Hatcheries, was engaged 
to manage the hatchery program. Eight hatcheries were 
ready to participate when the season began. The one at 
Indianapolis was continued; those previously operated by 
Schenk Hatcheries, Inc., and the Tri-County Farm Bureau 
Co-operative Association were taken over; one which had 
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been started at Woodburn was taken over and moved to Ft. 
Wayne; one was purchased at Auburn; and new hatcheries 
were started at Chrisney and Osgood. The combined egg 
capacity of the eight hatcheries was 331,000. 

Results of the operations during the season were partly 
favorable and partly unfavorable. The partnership plan of 
operation and control proved to be generally satisfactory. 
Under it the chicks produced by all of the hatcheries were 
as good as those produced by the one at Indianapolis the 
year before. The mortality reported by purchasers of the 
chicks was again less than 2% during the first two weeks. 
' The disease control program continued to advance—the 
number of Grade A—pullorum-free—flocks having been in- 
creased to five during the season. There had been only one 
during the previous year. In other respects, the results were 
less encouraging. The Department was constantly handi- 
capped by lack of experience. Mr. Schenk was unfamiliar 
with the disease control program. Mr. Macy was inexperi- 
enced in hatchery operations; all the individual hatchery 
operators had to be educated concerning the disease control 
program. Most of them were inexperienced either in co- 
operative business management or in hatchery operation. 
The extra field work and other expenses made necessary by 
this general lack of experience, together with the compara- 
tively small volume of business, again left the Department 
with an operating deficit for the season. However, since 
these difficulties represented temporary problems of adjust- 
ment and promotion rather than a basic weakness of the 
state-county partnership plan of management, the Co-opera- 
tive Association decided to push ahead with the program. 

As the Department prepared for the 1934-35 season, it 
increased its hatching capacity by about 50%, to 510,000 
eggs. Three new hatcheries—at Veedersburg, Plymouth and 
Goshen—supplied part of the increase. Two steps were 
taken during the season to bind the various hatchery units 
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a little closer together. A central bookkeeping system was 
introduced which made it possible for the Department man- 
agers to know at all times how each of the hatcheries was 
progressing financially. Regular contact men were assigned 
to visit each hatchery once a week to help the local oper- 
ators solve their problems of disease control and manage- 
ment. When the end of the season came, about one and a 
quarter million chicks had been distributed with the same 
satisfaction, so far as quality was concerned, as had been 
achieved during the previous seasons. Moreover, the finan- 
cial summary for the season was much more encouraging 
than those for previous seasons had been. 

During the three seasons the Department had been in 
operation, its primary concern had been that of testing 
methods of operation. The number of chickens hatched and 
sold was not so important as the question of uniformly high 
quality. The amount of profit or loss was not so important 
as the success or failure of the management plans. In short, 
these were years of experiment. From this point, however, 
experimentation has been secondary in importance. Building 
a co-operative hatchery business along the lines already tested 
became the order of the day. 

One part of Mr. Macy’s original disease control plan con- 
templated introducing improved producing strains into the 
Farm Bureau program without permitting disease to get in 
‘with the improved blood. Now that the more urgent prob- 
lems of disease control and financial security were out of the 
way, the Department turned its attention to this matter. 

Up to this time, the eggs hatched by the Department were 
from ordinary pure-bred flocks which had been selected be- 
cause of their freedom from disease. Ever since the Depart- 
ment was started, however, Mr. Macy and his helpers had 
been investigating outstanding poultry farms over the 
nation. Samples of stock had been obtained from some of 
the more promising of these farms, and the progress and 
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productivity of each had been carefully watched. Finally, 
beginning in 1934, after the best paralysis-free strain of each 
breed was discovered, the Association established three key 
breding farms and stocked them with the selected strains. 
Carefully supervised trap nesting and breeding have since 
been carried on continuously according to the system of 
breeding developed by Dr. Goodale, formerly of the Massa- 
chusetts Experiment Station. Because this system involves 
considerable financial outlay, however, its use is hardly 
feasible except where a large group of hatcheries can share 
its cost as well as its benefits. 

The problem of breeding is not a simple one, and dis- 
appointment often follows when the selection of breeding 
stock is made solely on the basis of the total number of eggs 
produced. Mr. Macy reports an experience from the Barred 
Rock Breeding farm which is typical: 


We had a hen that laid 280 eggs. We mated her son to 
another hen that laid 254 eggs. This mating resulted in 
seven daughters, the best of which laid only 208 eggs and 
the poorest one laid 17 eggs. ‘The reason for this was that 
the 280-egg hen had started early and laid late in the fall, 
but had a poor record on winter pause and broodiness. 
The 254-ege hen was almost opposite. She started late and 
stopped early but had not gone into a winter pause and 
had not gone broody and therefore succeeded in producing: 
254 eggs. The offspring of this cross showed all the faults 
of both the original hens. Their offspring as a whole 
started late, paused in the winter, went broody, and 
stopped early. This was the result of selection of breeding 
stock on the basis of the number of eggs produced in a 
year without investigating and concentrating upon the 
various factors that were responsible for the yearly egg 
record. 


The Goodale system of breeding, concentrates on these 
factors one at a time since each is a separate breeding prob- 
lem. According to Mr. Macy, 
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The first job is to completely analyse the strain of 
chickens and decide which single factor is of most im- 
portance and needs first attention. Then we select our 
males on the basis of the performance of all their sisters 
rather than the performance of their mothers. 

For instance, if a cockerel has some sisters that lay little 
eges and some other sisters that lay large eggs, he might 
transmit either type of egg size to his offspring and he 
would be undesirable if you were trying to improve egg 
size. However, if every one of his full sisters laid large eggs 
and if there were as many as twelve of these sisters in the 
family, you would be almost certain to know in advance 
that he would transmit large egg size. By producing a 
large number of families of full sisters it is possible to 
locate cockerels that are almost certain to transmit any 
single desired characteristic. (Address before the Amer- 
ican Institute of Cooperation, 1940.) 


TABLE 4 


CoMPARISON OF THE GENETIC CHARACTERISTICS OF Two MALE BirpDs ON THE 
Wurr—e LecHorn BREEDING Farm. (THE MoTHERS OF THESE 
Two Mate Birps Law Ecos oF THE SAME SIZE.) 


This male had 12 sisters with the This male had 12 sisters with the 


following egg sizes. following egg sizes. 
No. Size No. Size 
15633 26 oz. 15096 24 oz. 
15634 2d oz. 15097 26 oz. 
15636 26 oz. 15098 25 oz. 
15637 23 oz. 15100 24 oz. 
15638 20 oz. 15101 26 oz. 
15639 18 oz. 15861 24 oz. 
15640 24 oz. 15863 24 oz. 
15641 23 oz. 15864 24 oz. 
15642 22 oz. 15865 24 oz. 
15644 22 oz. 15866 26 oz. 
15645 Pa OL: 15867 24 oz. 
15646 24 oz. 15869 24 oz. 
INHERENT EGG SIZE INHERENT EGG SIZE 


UNCERTAIN ALMOST CERTAIN 


> 
132 HATCHING A HEALTHY POULTRY INDUSTRY 


An improvement which was worked out in one of the 
breeding flocks during a two-year period demonstrates the 
procedures of the breeding program. When the White Leg- 
horn flock was established the size of the egg produced was 
not satisfactory. An analysis of the eggs laid by all the pullets 
hatched during April, 1935, showed the following: 


50.5% were producing eggs weighing less than 24 ounces 
per dozen. 
47.5% were producing eggs weighing from 24 to 26 ounces 


per dozen. 
2.0% were producing eggs weighing more than 26 ounces 

per dozen. 
The middle range—from 24 to 26 ounces—is the most desir- 
able egg size. A larger size will not fit the standard egg case. 
Chart 13 shows the effect of two years of selective breeding 
on the size of the eggs produced by the flock. Within two 
years the proportion of eggs falling within the most desirable 
weight class had been increased from 47.5% to 73.8%. 
Despite the fact that primary emphasis was shifted to an- 
other factor in 1938, the average egg size was again better 
than the year before. 

After 1937 the problem of winter pause was given first 
attention. The chart (p. 135) shows that during both 1935 
and 1937 about half of the flock was subject to a winter 
pause. For the 1938 crop of pullets, cockerels were selected 
from large families all of whose pullets were free from the 
objectionable winter pause and in addition had shown good 
egg size. The chart (p 135) shows the effect of the selection 
on the 1938 flock. The percentage of the flock showing 
winter pause was reduced from 48% to less than 15%. 
During the years when the farm was concentrating on egg 
size the egg production had fallen off somewhat. In 1938, 
however, average productivity responded to the reduction in 
winter pause by jumping from the 1937 average of 203.58 
eggs per bird up to 217.44. Our chart shows how the reduc- 
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tion of winter pause helped to increase the total production. 
The increase came during the months of November and 
December. 

By this time Mr. Macy and his associates in the breed- 
ing work were convinced that the system they were using 
would produce almost certain immediate results. Hence they 
began to work on still another of the hereditary production 
factors—rate of production. For the 1939 crop of pullets they 
selected cockerels all of whose sisters showed good egg size, 
freedom from winter pause, and, in addition, a high rate of 
production during the winter months prior to January 1. 
Only 10% of the 1939 crop of pullets went into a winter 
pause, and the total production was increased to 231.1 eggs 
per bird. The increase in rate of production resulted in 
about twice as many eggs being laid per bird in October, 
1939, as in October, 1938. ‘The 1939 flock produced more 
eggs in almost every month of the year. 

The breeding farms for Barred Rocks and White Rocks 
have been following the same type of breeding program. 
Each flock, of course, has its own weaknesses. ‘They are 
being eliminated in the same manner as those in the White 
Leghorn flock. During the 1939 season the Barred Rock farm 
succeeded in practically eliminating a troublesome heredi- 
tary blindness which had been discovered in the flock. A 
hereditary bone defect was eliminated in three years from the 
White Leghorn breeding flock. As a result of one year’s 
work—during the 1939 season—the average hatchability of 
eggs produced on the Leghorn farm was increased by some 
10%. These are typical of the breeding problems which 
occupy the attention of Mr. Macy and his genetics assistants. 

The work done on these breeding farms is important to 
Indiana farmers more because of the use made of the results 
than because of the startling improvement achieved. The 
whole purpose of the Farm Bureau breeding farms is to 
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propagate the improved producing strains as rapidly and on 
as wide a scale as possible. 

In 1936, therefore, the Department, using Mr. Macy’s 
original plan, began hatching chicks from its breeding farms 
to set up entire new flocks on farms supplying the local 
hatcheries with eggs. Each of these flocks has, in turn, been 
used by the local hatchery to set up other new flocks. Each 
_ new flock which is founded can be used the following year 
to build about three others. By carrying out this plan of 
spreading the new blood lines, it is possible, in three or four 
years, for a hatchery completely to replace all its producing 
flocks. Within a period of only four or five years, therefore, 
the identical blood lines developed on the breeding farms 
of the Co-operative Association can be made available to all 
poultry raisers who buy Farm Bureau chicks. 

After 1935 the Department began to reap really signifi- 
cant returns from its program. The good-will resulting from 
chicks that thrived and grew into healthy, high-producing 
flocks made more friends and customers from season to sea- 
son. As the program passed out of its experimental stage, the 
experiences reported by many raisers piled up more and 
more evidence that substantial results were being achieved. 
Almost every issue of the Hoosier Farmer and of the local 
county papers carry one or more testimonials of outstanding 
success with a flock of Farm Bureau chicks. The satisfaction 
expressed by the purchasers of the chicks is reflected in the 
trend of the output during the years after 1935. Between 
1935 and 1940 the output of chicks was doubled. In 1935, 
1,250,000 chicks had been sold; 2,500,000 were sold during 
the 1940 hatching season. During the 1943-44 season, the 
number of chicks produced was 5,500,000. 

Moreover, the increase in output came without extensive 
advertising campaigns. The Auburn hatchery reported in 
1938, for example, that during the five years it had been in 
operation it had spent “only one dollar’ on commercial 
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advertising. During the same years the capacity of the hatch- 
ery had been increased from 32,000 to 82,000 eggs. 

The progress of the Department from the financial point 
of view was equally as encouraging as the growth in its vol- 
ume of business. During the first season or two the cost of 
getting the disease control plan under way meant a heavy 
expense. It cost 3c to test every bird for pullorum. The 
volume was so small that it could not support the overhead 
costs. The Board had discouraged too rapid extension of 
the number of hatcheries until the Department had demon- 
strated its ability to succeed. After the partnership plan of 
management had proven itself during the 1934 season, how- 
ever, the Board approved its extension to hatcheries in other 
counties. Each of those operated during the season had 
made some earnings. Beginning in 1935 the Department 
was On a secure earning basis. It has not made large earnings, 
but this was not its purpose. The Hatchery Department's 
contribution to Indiana farmers is in the production of 
quality chicks rather than in the production of low-cost 
chicks. 

During its eight years of operation the Hatchery Depart- 
ment has brought about a distinct change in the poultry 
outlook in Indiana. The Department’s work has affected 
this outlook at three main points. In the order of their im- 
portance, they are: 

1. Control of hereditary disease. 

2. Improvement of poultry strains. 

3. Reduction in the number of poultry breeds. 

At the time the Department was started two hereditary 
diseases—pullorum and paralysis—were wrecking the poul- 
try industry of the state. 

According to estimates of county agricultural agents, pul- 
lorum disease was killing approximately 25% of the chicks 
hatched in the state. Practically nothing was being done to 
eliminate the menace. The control plan established in 1932 
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by the Livestock Sanitary Board had met with a poor re- 
sponse. Out of the 600 (approximately) hatcheries in the state 
at that time only six had adopted the control plan. ‘There 
were only two pullorum-free flocks supplying eggs to these 
six hatcheries. 

When the Indianapolis hatchery was started in the spring 
of 1933, it was entered in the Livestock Sanitary Board con- 
trol plan. While only one Grade A flock could be found, 
none lower than Grade B was used. The Livestock Sanitary 
Board control plan would have permitted the use of Grade 
C flocks. As new hatcheries were added to the program the 
next year and later, they were all entered in the official pul- 
lorum control program. Except during the first season at 
some of the hatcheries established before 1936, no flock has 
been used as a source of hatching eggs if it showed pullorum 
infection in excess of 5%—the Grade B standard. At the 
same time, every effort has been made to increase the num- 
ber of Grade A—pullorum-free—flocks available to the De- 
partment. It has not been possible, however, to increase 
the number of such flocks as fast as the demand for chicks 
has grown. 

The Department has nevertheless done more to advance 
the pullorum control program than any other group in the 
state. It has supplied a large proportion of all the hatcheries 
co-operating in the program. And its hatcheries have 
achieved more positive results in eliminating pullorum from 
their producing flocks than the other hatcheries in the state. 
Our chart shows the number of Farm Bureau hatcheries each 
year in comparison to the total number co-operating with 
the Livestock Sanitary Board since its control plan was set 
up in 1932. From 1935 to 1937 the Farm Bureau hatcheries 
represented, about one-fourth of the total number in the 
Livestock Sanitary Board program. Since 1937, however, at 
least one-third of all the co-operating hatcheries each sea- 
son have been supplied by the Farm Bureau. 
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The way in which the Farm Bureau hatcheries have suc- 
ceeded in improving the health of their egg-producing flocks 
is shown by the comparative standing of Farm Bureau and 
non-Farm Bureau hatcheries in the Livestock Sanitary Board 
Pullorum Control Plan. | 

We see that in 1942 every pullorum-free flock in Indiana 
was selling its eggs to a Farm Bureau hatchery! During the 
nine years since they started operations the Farm Bureau 
hatcheries have increased their Grade A flocks from one in 
1933 to 301 in 1942. During the same period all the non- 
Farm Bureau hatcheries together had never had more than 
49 pullorum-free flocks. In fact, that peak was reached in 
1937 and has since faded away until in 1942 not one Grade 
A flock was supplying eggs to a non-Farm Bureau hatchery. 
At the other extreme, the Farm Bureau hatcheries had, in 
1934, been forced to use 68 Grade C flocks, but have used 
none since 1936. | 

Its success in the practical elimination of pullorum dis- 
ease, as shown by these figures, permitted the Department, 
beginning in 1939, to liberalize its chick livability guarantee. 
Up to 1939 the Department had agreed to refund the pur- 
chase price of all chicks, in excess of 5%, lost during the 
first two weeks. It now agrees to make refunds for all losses 
in excess of 3% for its regular chicks and 2% for its pul- 
lorum-free chicks. 

The results achieved by the hatchery program in elimin- 
ating paralysis infection are equally startling. At the time 
the Department began its work the average successful poul- 
try flock in Indiana was suffering an annual flock mortality 
of 20% or more. Dr. L. P. Doyle, Purdue poultry pathol- 
ogist, and Dr. J. L. Axby, State Veterinarian, estimated that 
the average mortality for all flocks in the state was 25%. 
Adjoining states reported conditions almost as bad or even 
worse in their own poultry flocks. 

In 1937 the Association got the first definite measure of 
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its success in controlling paralysis in its chicks. A year be- 
fore, the Department had sent egg and mortality record 
sheets to the 400 Farm Bureau flock owners. Not all the 
owners kept the record for the full year, but when the re- 
ports were summarized no fewer than 36 flocks, comprising 
5,414 hens, were reported for any one month. The aver- 
age mortality reported by all of the flocks was 9.66%. Tak- 
ing only those flocks whose reports were complete for the 
year, we find that the average mortality was only 6%. A 
similar report a year later, in 1938, included a minimum of 
seventy flocks—comprising 10,449 hens—for any one 
month. The average mortality for all the reporting flocks 
was 9.86%. The mortality rate reported in the breeding 
flock strains was about the same as that for all the other 
flocks. A comparison between the average laying flock mor- 
tality conditions in Indiana and neighboring states and those 
prevailing at the same time in Farm Bureau flocks shows that 
the Farm Bureau flocks had a mortality only two-thirds that 
reported for the better flocks in the state, and only about 
40% as high as the rates reported by Ohio and Illinois. To 
the poultry raiser this difference in mortality loss is an im- 
portant matter. Moreover, research at Cornell University 
(Misner and Lee, 1937) has shown that there is an increase 
of 0.3 of a cent per dozen in the cost of producing eggs for 
each 1% increase in the mortality of the producing flock. 

In order to see what the hatchery program has done to 
raise standards of poultry productivity, it is only necessary 
to compare a few productivity figures. Accordingly, we have 
developed a comparison among the following productivity 
averages: all farm flocks in Indiana; flocks of the Purdue 
Poultry Flock Record Co-operators; flocks of the original 
Farm Bureau stock; and flocks from the new Farm Bureau 
breeding farm strains. Farm flocks established from the 
White Leghorn breeding flock strain produced about four 
dozen eggs per hen more than the average for the Purdue 
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Record flocks. The heavier breeds produced almost as well. 
As the policy of replacing the original flocks with the im- 
proved strains goes forward, the average productivity of all 
Farm Bureau flocks will certainly rise substantially above 
the level already achieved. 

The third field in which the hatchery program influence 
is making itself felt is the standardization of poultry breeds. 
One factor which originally encouraged a hatchery program 
was the confused condition of the poultry population of the 
state. At the very beginning, the Department selected the 
three most popular of all the common breeds in Indiana 
and has since confined its improvement efforts to the three. 
If the Farm Bureau stock continues to show so much superi- 
ority in health and productivity over the average stock in 
the state, it would seem to be a matter of only a few years 
before most farm flocks will be from one of these breeds. As 
early as the 1938-39 season, Mr. Hull reported that private 
hatchery owners were already asking their flock owners to 
buy baby chicks from some Farm Bureau hatchery. A year 
later Mr. Macy reported that at least 20 private hatcheries 
in Indiana, plus that many more outside the state were seek- 
ing to get Farm Bureau chicks into the hands of their flock 
owners. And that, in addition, a hatching egg dealer in 
Sullivan was buying 100 cases of Farm Bureau eggs a week 
to ship to hatcheries all over the country. 

The words of Mr. Hull, spoken to the annual meeting in 
March, 1940, state the significance of the hatchery program 
briefly and yet well. “Our hatchery industry is not only 
successful from the standpoint of a good-looking balance 
sheet but it is winning friends for the co-operative move- 
ment in Indiana, and incidentally is helping to build a 
poultry industry in the state which is destined to become a 

more and more important farm income getter.” 


CHAPTER VIII 


Measuring Some Co-op 
Accomplishments 


| ai remains to be said about the contributions of the Co- 
operative Association to Indiana agriculture. The 
specific contributions growing out of the different phases of 
the Association’s development and work have been discussed. 
There is no need to restate all of them here. There is a place 
here, however, for a few statements about the general char- 
acter of the contributions which the Association has made. 

Early in our study we suggested that the contributions of 
the Association fall into two groups. One group includes the 
principles, the policies, the organization patterns, etc., that 
have been evolved through the organization and have proved 
to be sound. The other group includes the benefits which 
the Association has given its patrons and others in the form 
of lower prices and better quality merchandise. 

When the purchasing movement was started, it put a tool 
into the hands of the farmers with which they could attempt 
to solve some of their own problems. Out of the experience 
they have gained in the movement the farmers have been 
able to work out a practical business program and a more- 
or-less sound economic philosophy. 

Through their county and state co-operative associations 
they have been able to acquire ownership of the warehouses, 
factories, refineries, oil wells, transportation lines, lumber 
mills, etc. which they need to serve themselves. “These We 
Own” has become a motto of the movement. And, in addi- 
tion, they have made each of these enterprises pay for itself 
by its own earnings. Consequently, “Factories Are Free” has 
become another motto of the movement. 
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Moreover, the farmers have been able to build up these 
associations to the point where the latter are strong enough 
—financially and otherwise—to command the respect of 
everyone—both inside and outside the movement. Con- 
sequently, they are able to acquire new production facilities 
as opportunity affords. They can engage experts to serve the 
farmers in the various commodity fields, and they can carry 
on research where it is needed to guarantee the quality and 
the value of merchandise distributed. But, at the same time, 
the whole movement is always responsible to the farmers. 
The farmers control it—because they own it. And they con- 
trol it democratically—because each member has one vote, 
and only one, in the councils of his association. In short, the 
farmers of Indiana have created an area of economic democ- 
racy in an economic world which is otherwise dedicated to 
bitter, and often ruthless, competition. 

Finally, the farmers have gradually come to feel that sense 
of dignity and self-reliance which springs from the knowl- 
edge that they have built a significant institution to serve 
themselves. ‘They know now that they can build and operate 
warehouses and factories for service just as successfully—or 
more so—as old line business has done for profit. Politicians 
have told the farmers for generations that they were the 
‘backbone of the nation.” By proving to themselves that 
they can do things for themselves, however, the farmers have 
put starch into their own backbones! 

The circumstances under which the purchasing movement 
began in 1920 did not encourage much hope for its success. 
The farmers in general were more or less illiterate on matters 
pertaining to the business world. To make matters worse, the 
dificult economic situation in which they found themselves 
made them impatient and rebellious. They were anxious to 
strike back at the business interests they blamed for their 
troubles. According to C. L. Masterson, one of the pioneer 
organizers of the movement, the farmers wanted to “tear up 
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the earth and replace private business.” For example, 
more wool was pooled for co-operative marketing in 1921 
than in any other year before or since. Moreover, the officers 
of the organization had little or no experience to guide them 
in their efforts; neither did they have a united group of 
farmers with whom to work. 

There was one favorable factor in the outlook for the 
movement. The men who were in charge of it were well 
enough acquainted with the failure of earlier farmers’ pur- 
chasing movements to see and heed the dangers involved in 
starting a similar movement. The restraint they were able to 
exercise kept the membership from pushing the movement 
into various reckless ventures that might have spelled dis- 
aster at the very start. 

The leaders were able in the very beginning to limit the 
first purchasing efforts to a simple information bureau serv- 
ice. A little later, they were ready to go a step further and 
authorize a brokerage service for local groups—the Fed- 
erated Marketing Service. ‘The leaders did not permit the 
movement to go into a regular wholesale type of business 
until after it had been in operation for two years or more. 

After the movement was well under way and the farmers 
had had a chance to see how it was working out, its various 
phases gradually began to change. In the beginning, the 
farmers were intent on eliminating the profiteering and 
speculation of which they thought they were victims. Later, 
their attention was diverted to reducing waste and duplica- 
tion in the merchandising of their supplies. Still later, they 
reached the conclusion that the farmers should control the 
production and distribution of their supplies outright and 
not give outside interests any opportunity to take advantage 
of them. These shifts show how the thought of the farmers 
was changing with respect to the purpose of their movement. 

The same type of evolution took place in the other aspects 
of the movement as the opinions, attitudes, and ideas of the 
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farmers were continuously modified by the experience gained 
in conducting their own business. These trends have been 
discussed in detail. Various methods of operation were put 
to the test; financial policies were tried; forms of organ- 
ization were adopted, modified, and discarded. Experience 
taught the movement that it was not wise for control of the 
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organization to be separated from the farmers, when the 
farmers were its beneficiaries. After a time, the farmers 
learned that it was not wise to demand for themselves all 
the savings which the organization might make. They saw 
that such a practice left the organization helpless to meet 
financial reverses or the need for expansion. 

All these factors together have given the farmers the neces- 
sary foundation of experience and confidence to enable them 
to co-operate to promote their mutual welfare. ‘The Co-opera- 
tive Association could not be the institution it is today with- 
out this underlying foundation of business and economic 
experience on the part of the farmers. 

The second group of contributions which the Association 
has made to Indiana agriculture is found in the work of the 
different departments of the Association. These benefits are 
more definite than those having to do with the development 
of the purchasing movement. They may be summarized in 
two short phrases: lower prices and better quality. ‘The 
work of some of the departments has been more important 
for its influence on the cost of their products to the patrons 
of the organization—and, perhaps, to others as well. The 
work of the Fertilizer Department is included in this study 
as typical of what the various departments have done in the 
way of lowering the cost of farm supplies. 

In nearly every year the Fertilizer Department has pro- 
vided a considerable saving to the members of the Asso- 
ciation on their purchases of fertilizer. In some years the 
saving has been chiefly in the form of a patronage refund— 
in cash or stock—to those who purchased through the Asso- 
ciation. In other years the saving has been made effective by 
the influence which the Association has had in keeping the 
price level for fertilizer lower than it would otherwise have 
been. When the latter situation prevails, the work of the 
Fertilizer Department benefits not only the farmers who buy 
through their co-operative, but also benefits all the other 
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farmers in the state who use fertilizer. The Fertilizer Depart- 
ment has also been interested in quality, but this has never 
been the major concern of the Department. The same thing 
can be said about the distribution of gasoline and other fuel 
oils by the Petroleum Department. The service was started 
in order to save part of the excessive handling margins for 
the farmer. 
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While most of the other departmental services of the Co- 
operative Association have also been interested in reducing 
prices, they have devoted most of their energy to either im- 
proving or safeguarding the quality of the product dis- 
tributed. This has been particularly true in the cases of 
lubricating oil and grass seeds. 

The hatchery program is however probably the best ex- 
ample of an effort to both improve and protect the quality 
of a product. The Association has made little effort to sell 
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chickens on a competitive basis. It has placed its emphasis 
instead on the production and distribution of disease-free 
stock. The type of quality protection provided by the Co- 
operative is illustrated by the following situation and the 
way it was handled: In 1939 one of the central breeding flocks 
of the Department showed symptoms of paralysis infection. 
The Association immediately destroyed the flock, at a loss of 
about $3,000. It was possible that only a few of the birds 
were infected. However, since the disease cannot be detected 
in its early stages, a choice had to be made between destroy- 
ing the flock and running the risk of spreading the disease. 
The former course was the only one which the interests of 
the members and patrons of the Association could justify. 
This is exactly opposite to the course generally followed by 
poultry breeders. The incident reflects the same basic prin- 
ciple which had led the Association to exercise extreme 
caution before entering the hatchery field: the strategic value 
of a co-operative, to its members and patrons, is that it cannot 
compromise the welfare of its patrons for tts own business 
advantage. 


CHAPTER IX 


What of the Future? 


he story of the past has now been told. It is one of which 

Indiana farmers may well be proud. But what of the 
future? That story is yet to be written. And it will not be 
created by an author at a typewriter. It must first be lived 
out by those farm people, or their children, who have already 
lived out the drama of the past. 

As always, the course of future events is being shaped by 
our own hands from day to day. The plans and policies, the 
ideas and efforts which are being perfected today will be- 
come the patterns which mold the tomorrows. This process 
is going on now. In the homes, on the farms, in the neighbor- 
hood groups, in the township and county Farm Bureau meet- 
ings, in the county co-operatives, among district leaders, in 
the state offices—all over the state the patterns for today and 
tomorrow are slowly being fashioned. What will they be 
like? How successful will they be? Will they make it pos- 
sible for the progress of the future to match that of the past? 

There is no doubt but that the outlook for the Co-opera- 
tive Association and the movement of which it is the center 
is full of promise. Any group of people who could start a 
movement when they had only a vague knowledge of co- 
operative principles, no trained leadership, no informed 
membership, no capital, no business experience, and pro- 
ceed to build a movement such as the one we have seen 
should not, it seems, have any reason to be other than 
optimistic concerning the future. When a movement has 
made its influence felt so forcefully as the Co-operative Asso- 
ciation has in the case of fertilizer distribution and chicken 
hatching, one might well expect it to assume an ever more 
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important part in the life of the community. With the lead- 
ership, the membership, and the financial strength which 
have been built up over a twenty-year period, the movement 
could reasonably be expected to forge ahead to make more 
and larger contributions to Indiana agriculture. 

Unfortunately the future is not quite so simple as all this 
might seem to indicate. Looking at the Co-operative Asso- 
ciation of today, and at the world in which it must operate, 
one is impressed with two things: first, the problems which 
today’s co-operative pioneers must face; second, the peace, 
prosperity, and happiness which are open to men when, and 
if, they learn to co-operate fully with their neighbors—across 
the line fence or across the ocean. Today’s co-operative 
pioneers have to face problems. However, many problems 
are half solved when they are once frankly faced. Neverthe- 
less, every one needs the promise of future results to give 
him the inspiration and persistence to work and strive. First, 
then, let us consider the problems which must be faced and 
tackled. After that we can look toward the future to see 
what rewards it promises to yield when the problems have 
been met and solved. | 

What are the problems? First of all there are business 
problems. A co-operative has to be run efficiently from day 
to day the same as any other business. It is the immediate 
job of the management and the board of directors to do this. 
But they are doing it for the farmers, and the interests of the 
entire membership are affected by the way the job is done. 
Consequently, all of the members need to be acquainted 
with the broad business problems of the co-operative. 

Here are some of the business problems which seem to be 
a major concern of the Co-operative Association and) its 
member associations during the period of maladjustment 
resulting from the war. 

1. The financial strength of the movement must be pro- 
tected. This involves such things as maintaining adequate 
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financial reserves, getting more completely on a cash trading 
basis, building financial institutions which will be a part of 
the movement. 

2. The trend of the times seems to call for more extensive 
integration of the production and distribution phases of the 
movement. Fertilizer and petroleum are already being 
handled by the organization through most of the stages 
needed to get them to the farmer. It seems likely that other 
commodities should be brought under the same type of con- 
trol as fast as is feasible. 

3. Government regulations of various kinds may be a 
serious problem at times. The N. R. A., the Guffey Coal Act, 
and the war have taught co-operatives that ‘codes’ and regula- 
tions can be serious handicaps. 

4. It is important to secure and to retain managers and 
employees who are both competent and devoted to the co- 
operative cause. 

5. Satisfactory employee relations cannot be maintained 
unless the movement is able to work harmoniously with or- 
ganized labor. At the time the Association was opening up its 
refinery and its truck transport service it came into conflict 
with the unions operating in these fields. These experiences 
indicate that as the organization expands its production 
activities it is going to have to work in closer and closer co- 
operation with organized labor. The task of the movement 
in accomplishing this is likely to be more difficult than it 
should be, because of the fact that farm people in general 
have little understanding of—and therefore little sympathy 
for—the purposes and methods of organized labor. 

The solution to most of these business problems would be 
rather simple if the movement could count on the steady 
loyalty of all—or nearly all—the farmers of the state. Except 
for government regulation, these problems would either dis- 
appear or be much easier to handle if each member of the 
movement thoroughly understood them and saw what his 
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part should be in helping solve them. The organization has 
done very well during the past years in meeting the problems 
that arose. The support of loyal farmers over the state made 
this possible. There are still a great many other farmers, 
however, who do not understand what the co-operative pro- 
gram really is nor give any conscious support to it. Here are 
some incidents which make this especially obvious. After one 
county had distributed its 1942 refunds in stock, one patron 
took his certificate to the co-op office, crumpled it up, threw 
it on the desk, and said that he had not ordered it and did 
not want it. Another man gave his stock certificate to the 
tank-wagon driver because he was afraid that he might be 
assessed double its value if the organization should go into 
bankruptcy. A third individual was incensed because he 
thought he was being “dunned”’ for his annual Farm Bureau 
dues—which he had already paid. In each case the farmer 
was glad to keep his stock when the facts about it were ex- 
plained to him. 

Such events indicate that there is another great unfinished 
task before the co-operatives in acquainting the rest of the 
farm people with the story of what a co-operative is and how 
it works. A large proportion of the present members of the 
movement have come into it in the same way as the three 
individuals referred to above. They have become members 
as a result of their patronage. Many of these members do 
not know what co-operatives are all about. And certainly 
there are plenty of non-members who are in that category. 
Since a co-operative—like a democratic government—is an 
organization “‘of the people, by the people, and for the peo- 
ple,” it cannot be as strong and useful as it should unless 
the people being served believe in it, are loyal to it, and are 
willing to accept responsibilities for it as well as benefits from 
it. Without adequate participation by the people, democracy 
fails—whether it is democracy in government or democracy 
in business. 
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If the Farm Bureau co-operatives in Indiana intend to 
move ahead as fast as possible they will have to be sure that 
rural people in general come to understand what the co- 
operative movement is all about. The co-operatives will need 
to discover and apply every effective means for helping their 
members and patrons to see what a co-operative really is. 
what its purposes and methods are, and what significance it 
has. This suggests the need for an educational program which 
touches every member, every patron, and every employee 
regularly and frequently. It will need to touch them at as 
many points and through as many channels as possible. It 
should give them many stimulating contacts with co-opera- 
tive activities. It should aim to make the co-operative pro- 
gram a common topic of conversation among farm people. 
It should help them to acquire clear-cut and accurate ideas 
about just what the co-operative is and does. It should show 
them not only the benefits which the co-operative program 
brings to them personally, but also the benefits it brings to 
the community in general and to the nation. It should help 
them to see the relationship of their co-operative to the com- 
munity and to the society of which it is a part. If the move- 
ment could even come close to maintaining this type of 
educational effort there would be little chance for misunder- 
standing by either the present members or the potential 
members of the movement. The people of a community 
will not neglect nor desert their co-operative when they fully 
appreciate the fact that it belongs to them—just as much as 
their church or their school belongs to them. 

We find a demonstration of this in the experience of the 
Indianapolis fertilizer plant during the fall of 1943. The 
serious labor shortage threatened to cut fertilizer production 
at this plant by fifty per cent. The threat was averted, how- 
ever, when about 400 farmers responded to an appeal for 
help and each agreed to work for at least one day in the 
plant. By doing this they made it possible for both them- 
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selves and their neighbors to have a supply of fertilizer. Here 
is a practical illustration of the spirit of mutual helpfulness 
which is fundamental in a progressive co-operative move- 
ment. 

The kind of promotional program required would not be 
cheap—in either money or effort. In fact, it would be ex- 
pensive. But, no educational program—however little it costs 
—is going to be cheap if it fails to meet the challenge which 
co-operatives face. 

However, Indiana co-operators have much to think about 
besides the everyday business and promotional problems of 
their co-operatives. The Co-operative Association and its 
affiliated associations are in very much the same position as 
any Indiana farmer. Most of the things which make the dif- 
ference between his success and failure go on right inside the 
four line-fences of his farm—planting, harvesting, and feed- 
ing. These tasks are his immediate, day-to-day concern. In 
recent years, however, the farmer has learned that many 
events beyond his line-fences are also important. 

It is the same way with co-operatives. Many people think 
of a co-operative only in terms of its local, everyday activities 
—‘“a better place to buy”; “‘a place to earn patronage re- 
funds”; ‘‘a business which belongs to the farmers.’’ Co-opera- 
tives do have their day-to-day task of providing good service 
to their patrons. However, the people who look beyond their 
own line-fences see that an individual co-operative cannot 
thrive alone any more than an individual farmer. The co- 
operatives of a local community, or even of a single state, are 
certain to be weak in many ways unless they pool their 
patronage and resources with the co-operatives of other com- 
munities and states—even of other nations. 

For one thing, many products cannot be produced co- 
operatively unless the co-operatives of several states work 
together. For example: farm implements, grocery lines, elec- 
trical appliances, auto accessories. 
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For another thing, isolated co-operatives cannot protect 
themselves against the powerful groups in society which are 
constantly trying to find ways of stifling the growth of co- 
operatives. For example: the Guffey Coal Act for several 
years hamstrung co-operative distribution of coal. The 
national radio chains have tried on at least two occasions to 
prevent co-operatives from buying radio time. The fertilizer 
manufacturers and other trade groups have tried from time 
to time to boycott or blacklist co-operatives. During the sum- 
mer of 1943 several business groups organized a “Central 
Coordinating Group” for the express purpose of attacking 
co-operatives through the press and radio, and in legislative 
circles. No co-operative can meet these challenges alone. 

Another unfinished task, therefore, which faces the co- 
operatives of Indiana—and other states—is to learn to work 
together to the fullest extent whether they are composed of 
farm people or of city people, whether they are engaged in 
purchasing activities or in marketing activities, whether they 
are local, national, or international in scope. A considerable 
degree of national unity has already been achieved. ‘The Co- 
operative League of the U. S. A. is the national educational 
and promotional agency for some twenty regional and na- 
tional co-operatives. National Co-operatives, Inc., is a national 
business federation of this same group of co-operatives. Two- 
thirds of the large co-operative purchasing groups in the 
United States are included in the membership of these two 
national federations. These organizations, in turn, are 
already affiliated with the co-operatives of other countries 
through the International Co-operative Alliance, which has 
its headquarters in London. 

The tasks for tomorrow which we have looked at are not 
nearly so difficult as those the pioneers of twenty years ago 
had to meet. The pioneers of that day had to discover a suc- 
cessful pattern of organization and then put it into oper- 
ation. The pioneers of today and tomorrow can concentrate 
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on building more universal support for the movement and 
on expanding its range of services. 

There is hardly any limit to the possibilities for service 
which the farmers of the state can provide for themselves 
through their co-operatives. Even in the fields in which they 
are now strongest—fertilizer and petroleum products—the 
co-operatives of the state handle only 20% to 25% of the 
farm business. In several fields they are just getting a good 
start—building supplies, baby chicks, implements, appli- 
ances. Then there are numerous co-operative services which 
are being tried out here and there over the state, such as 
paint spray service, tree spraying, soy-bean processing. ‘There 
are still other services which could be added to those already 
being tried: meat packing, frozen food lockers, grocery dis- 
tribution, mechanical ditching, well drilling. Expansion of 
co-operative services along these various lines would make 
farming more profitable. 

Co-operative hospitals or hospital insurance, co-operative 
farm liability insurance, co-operative patrons insurance, co- 
operative burial service would go even further and help re- 
move some of the financial hazards and burdens now asso- 
ciated with accidents, sickness and death. 

Hoosiers are already behind some of their neighbors in 
applying co-operation to some of these fields of service. In- 
deed, co-operatives in many places have pushed out beyond 
the business field and are also helping to provide for some 
of the cultural interests of life. Sooner or later the people of 
Indiana may want their co-operatives to follow this lead and 
develop such things as co-operative recreation programs, co- 
operative camps and resorts, co-operative parks and _ play- 
grounds, co-operative newspapers and magazines, co-opera- 
tive libraries, co-operative colleges and correspondence 
schools. 

In short, the co-operative way of doing things can be put to 
work to serve practically any interest or need. 
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The average member or patron of a co-operative will prob- 
ably be concerned mainly with the services and benefits 
which he thinks his co-operative may be able to provide 
locally and directly. However, he should not forget that his 
co-operative is a community institution; that as such it is 
affected by the same social disturbances which affect the rest 
of the community—war, depression, unemployment, poverty; 
that it has, therefore, a responsibility, and an opportunity, in 
helping to eliminate these disturbances from society. 

Most people who believe in co-operatives and participate 
in them probably do not even realize that the movement of 
which they are a part may be an important factor in the 
alleviation or elimination of some of the major social disturb- 
ances of the present day. Some of the broad ways in which 
this may come about were summarized in the Preface. 

Whether or not the average co-operator has discovered this 
larger outlook, the leaders of the various regional, national 
and international co-operative groups are already thinking 
seriously about the ways in which their organizations can 
share most effectively in helping to bring about world peace, 
prosperity, and security. It would take too long to attempt to 
summarize here all the discussions which have taken place 
about what co-operatives are doing and can do to promote 
social progress. However, it is worthwhile to note that the 
entire session of the Thirteenth Biennial Congress of the Co- 
operative League, which met in Minneapolis in September, 
1942, was devoted to the general subject of “Building To- 
ward the Future We Want.” 

Moreover, the speakers and delegates at the Congress did’ 
not deal in idle speculation and day-dreaming about what 
the co-operatives might possibly hope to do in some distant 
future. They put their fingers on concrete pieces of work 
which the co-operatives of this country and other countries 
are now doing or can reasonably expect to do in the near 
future. Here are some of the ways in which these leaders 
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suggest that strong co-operatives can help to promote peace 
and prosperity: 


li 


ey 3 


“One of the greatest things that the co-operative move- 
ment can contribute to society after the war will be a 
sound method of fixing prices so that you can live on 
them, but at the same time fix the prices so that they 
are neither too high nor too low.’”—I. H. Hull, In- 
diana Farm Bureau Co-operative Association. 


. “The only true and permanent solution to the problem 


of farm implement prices is to be found in co-opera- 
tive effort.”—Report of Special Committee, Saskatch- 
ewan Legislature, as quoted by H. L. Fowler, Con- 
sumers Co-operative Refineries, Regina, Saskatchewan, 
Canada. 


. “Co-operatives are fitted for the task of replacing the 


peace-disturbing combines and cartels in international 
commerce and providing the channels that will deliver 
the goods to the people without desire for exploita- 
tion.” —Howard Cowden, Consumers Co-operative As- 
sociation, North Kansas City. 


. “Co-operatives provide an effective and practical means 


whereby the people can solve their economic prob- 
lems without getting them mixed up in party politics 
and governmental red tape.’—J. P. Warbasse, Co- 
operative League of the U. S. A. 


. “Co-operatives provide a tried and proven means for 


raising the standards of the people, for creating among 
people a greater sense of civic responsibility, a higher 
conception of life, and a consciousness of one’s obli- 
gation to his fellowmen.’—Neil S. Beaton, Scottish 
Co-operative Wholesale Society. 
“Co-operation represents the substitution of a logical 
and workable scheme of economic organization for 
something that is completely antiquated, outworn, and 
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can never be made workable.”—Henry P. Fairchild, 
Professor of Sociology, New York University. 

People everywhere are yearning in these times for some- 
one to show them a way by which people can live together 
harmoniously and yet prosperously. Here is a group of men 
who speak for a movement which they claim has already 
demonstrated its ability to do exactly that. It is possible that 
these men and all the others who feel the same way are over- 
optimistic about what the co-operative method can accom- 
plish. Probably only time can determine that. However, 
there is no doubt but that many co-operators who see the 
broader sweep of the movement feel that it has a mission to 
perform in helping to right the basic ills which plague our 
Twentieth Century society. 

Co-operation is a people’s movement. Consequently, it 
cannot move ahead any faster than the people see or sense 
the contributions which it offers. ‘The things that are close 
at hand are easy to see: high quality oil, chicks that live and 
grow, fertilizer that is reasonable in price, feeds and seeds 
that are what they pretend to be. The possibilities that lie 
in the future require faith and imagination to visualize. 
They require planning and work to realize. Some are 
tangible: co-operative stores, co-operative factories, co-opera- 
tive banks, co-operative hospitals. But others are intangible, 
although perhaps more important: a yardstick to assure fair 
prices for the people; a “‘trust-buster’ to safeguard against 
monopoly; a bulwark against depression; etc. 

‘Twenty years ago a generation of men dedicated them- 
selves to the building of the movement which this book has 
been describing. Nearly every community in the state has 
had one or more pioneers who took the initiative in spread- 
ing the philosophy of co-operation. When everyone else was 
sure that “you can’t get a bunch of farmers to work to- 
gether” these individuals were laying the foundations upon 
which the present movement stands. The writer has heard a 
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number of them describe their efforts and their experiences. 
They were out day after day, or—more likely—night after 
night, going from community to community up and down 
the state, talking, planning, working out the means by which 
the farmers might begin to organize themselves success- 
fully. They gave their time to “sell” their neighbors on the 
co-operative program. They put their names on blanket 
bonds as guarantors for the funds borrowed to finance the 
infant co-operatives. They wielded the pick and shovel to 
build bulk plants and warehouses. Before they had ware- 
houses and elevators they mixed their fertilizer on the barn 
floor with a scoop shovel and they shoveled their grain into 
boxcars so they could market it co-operatively. 

Some of these men are now in places of responsible lead- 
ership in the state organizations. Many of the others are the 
leaders in the various county and district organizations. Un- 
fortunately, however, the years have reaped, and are reaping 
their toll among these pioneers. A goodly number have al- 
ready made their full contribution and slipped out of the 
picture. | 

If a new generation of men and women dedicate them- 
selves to carry on the work of these pioneers there is little 
doubt that co-operative progress in Indiana during the next 
quarter century will surpass even that of the first quarter 
century. They will indeed be worthy to carry the title of 
those who laid the foundations of the co-operative move- 
ment a hundred years ago in the old Toad Lane store in 
Rochdale, England, and of the men who planted and nur- 
tured the seeds of that movement in the Hoosier soil of 
Indiana. They, too, will be worthy to be called Co-operative 
Pioneers. 


Ns 
Aur. 


We bye 


Ts Cray Ors 
» AN Mt 


‘ 


oA \ 


sb it ihe 
ee are iS 


Pos, 
i 
ae 


ao net nentats ee ee a a Sak hs —— ——EE - — —_ = — — 


aatititiaiebeueeeieatal 


STS eT shore periviet tel 0 itty a iit i af nyoin in fs fo 
Hin upnreeneneers aren sinatettn iste ne ede 
i f 


& 


eee 
serait taki 


ast 
rat 
1 


shoes! 


= : : ; a 
th i : ciattih ; patittat 
: saat sists in Tetris go 

rere : BE eet eters) 
o ao pod 7 
ete rae ; : Maphst 
“i : if 


thee 


edodod + 
Srurenrets 
ota 
Bes rater t rE 
ieenatdie partie tetebetteety aah 


fy tehetytot “ * 


ot Hf thetetere f 


He 
set 


talel s. 


